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LImportanceofStateLevelRefOmns 
ＰｅｒｓｉｓｔｅｎｔｆＩｓｃａｌｉｍｂａｌａｎｃｅｓｉｎｌｎｄｉａｔｈｒｏｕｇｈｏｕｔｔｈｅｅｉｇｈｔｉｅｓｌｅｄｔｏ 
ｍacroeconomicandbalanceofpaymenｔｉｍｂａｌａｎｃｅｓＴｈｅｅｃｏｎｏｍｉｃｃｒｉｓｉｓｂｅcame 
untractablewhentheoilpricesincreasedfbllowingtheGulfcrisis，thusfbrcingthe 
Governmenttoseekstructuraladjustmentloanfi･omthelnternationalMonetary 
Fund・Theeconomicreibrmswereinitiateｄｓｉｎｃｅｌ９９１ｗｉｔｈａｖｉｅｗｔｏｓｔａｂｉｌｉｓｅｔｈｅ
ｅｃｏｎｏｍｙｉｎｔｈｅｓｈｏｒｔｔｅｒｍａｎｄｉｍｐartcompetitivenessandexportorientationinthe 
mediumandlongterm､ThisinvolvestransitionfiPompublicsectordominated,heavy 
industrybased，importsubstitutingindustrialisationstrategyevolvedoverfbur 
decadesofplanningtoasystemwhereresourceallocationismadelargelyaccording 
tomarketdeterminedincentives・Thus,duringthelastfburyears，aseriesofpolicy
measuresaimedatstabilisationandstructuraladjustmenthavebeeninitiated． 
Thepoliciesintendedtorestructuretheeconomywereinitiatedmainlybythe 
Centralgovernment、TheattemptstocontainHscaldefIcits，refbrmexchangerate
reglme，liberaliseindustrial，tradeandfbreigninvestmentpolicies，andtoregulate 
capitalmarketshavｅｍｅｔｗｉｔｈｖａｒｙｉｎｇｄｅｇｒｅｅｓｏｆｓｕｃｃｅｓｓＭｕｃｈｍｏｒｅｒｅｍａｉｎｓｔｏｂｅ 
ｄｏｎｅｔｏｒｅｄｕｃｅｆＩｓｃａｌｉｍｂａｌａｎｃｅｓａｎｄｔｏｉｍｐartgreaterefficiencyinresource 
ａｌｌｏｃａｔｉｏｎｂｙｉｍｐｒｏｖｉｎｇｔｈｅｓｔａｎｄａｒｄｓｏｆｓｏｃｉａｌａｎｄｅｃｏｎｏｍｉｃｉｎｆｒａｓｔｒucture， 
initiatingtaxrefbrms，restructuringpublicenterprisesandbyremovingfiscaland 
physicalｉｍｐｅｄｉｍｅｎｔｓｔｏｆＴｅｅｍｏｖｅｍｅｎｔｏｆｆａｃｔｏｒｓａｎｄｐｒｏｄｕｃｔｓｔhroughoutthe 
economy． 
ＥｖｅｎｍｏｒｅｉｍｐｏｒｔａｎｔｉｓｔｈｅｎｅｅｄｔｏｉｎｖｏｌｖｅｔｈｅＳｔａｔｅｇｏｖｅｒｎｍｅｎｔｓｉｎｔｈｅ 
ｅconomicrefbrmprocess・TheConstitutionassignstheresponsibilityofprovidmgkeysocialanｄｅｃｏｎｏｍｉｃｓｅｒｖｉｃｅｓｔｏｔｈｅＳｔａｔｅｓｅｘclusivelyorconcurrentlywiththe 
Centralgovernment・Adequateandcost-effbctiveprovisionofthesepublicservicesis
criticaltotheoptimumutilisationofeconomicresourcesmthecountry・Thiscallsfbr
notonlyefficientimplementationofStatestax,expenditureandregulatorypolicies， butalsopropercoordinationandharmonisationofthepolicieswiththeCentre 
Further,thepursuitofselfinterestandfree-ridingｂｙｉｎｄｉｖｉｄｕａｌＳｔａｔｅｓｃａｎｂｅａｔｔｈｅ 
ｃｏｓｔｏｆｏｔｈｅｒｓａｎｄｔｈｉｓｍａｙｒｅｄｕｃｅａｇｇｒegatesocialwelfaremthecountry・Therfbre，
itisimportantthatthepoliciesofdiffbrentStatesarecoordinatedandharmonisedto 
reducewelfarereducingcompetitionamongthemThird，ｉｎｔｈechangingeconomic 
scenarioitisnecessaryfOrtheStatestoidentifyandeliminatemicro-level 
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inefficienciesgeneratedbytheirtax，expenditureandmtroduceeffbctiveregulatory 
systemtoensureftlircompetition，refbrmtheirimplementationmachineryand 
reducebureaucraticandpoliticalinterfbrencetoensureacompetitiveenviromentin 
whichtheexistingresourcesareutilisedefYiciently，andacongenialinstitutional 
framｅｗｏｒｋｗｉｔｈｉｎｃｅｎｔｉｖｅｓｉｓｅｖｏｌｖｅｄｔｏｍａｋｅｓｉｇｎｉｆｉｃａｎｔｉｍｐｒｏｖｅｍｅｎｔｓｉｎ 
ｐroductivity． 
Refbrmatthesub-centrallevelsisimportantalsobecausethedecentralised； 
governmentalunitshaveagreaterrｏｌｅｔｏｐｌａｙｉｎａｍａｒｋｅｔｅｃｏｎｏｍｙｔｈａｎｉna 
plannedeconomyByitselfplanningcallsfbrcentraliseddecisionmaking・Further，
ｗｈｅｎｔｈｅｇｏｖｅｒｎｍｅｎｔａｄｏｐｔｓｈｅａｖｙｉｎｄｕｓｔｒｙｂａｓｅｄｉｍｐｏｒｔ－ｓｕｂｓｔituting 
industrialisationstrategy，Concentrationｏｆｅｃｏｎｏｍｉｃｐｏｗｅｒｉｎｔｈｅｈａｎｄｓｏｆｔｈｅ 
Ｃｅｎｔｒａｌｇｏｖｅｒｎｍｅｎｔｉｓｉｎｅｖｉｔａｂｌｅ・Ｔｈｅｖａｓｔｒｅｓｏｕｒｃｅｓｎｅｅｄｅｄｔｏｍａｋｅｌａrge
investmentsmthepublicsector，andtheexecutionofvariousphysicalcontrols，ｔｈｅ 
ｍｏｓｔｉｍｐｏｒｔａｎｔｏｆｔｈｅｍｂｅｉｎｇｅｘｃhangecontrol，ｉｎｄustriallicensingandimport 
restrictionandextensionofownershipofmeansofproductionandexchangetｈａｔｏｆ 
ｔｈｅｂａｎｋｉｎｇａｎｄｆｉｎａｎｃｉａｌｓｅｃtors，ｃａｎｎｏｔｂｕｔｒｅｓｕｌｔｉｎｖｅｒｙｈｉｇｈｄｅｇｒｅeof 
concentrationofpowerwiththeCentreInshort,asstatedbyChelliah（1991,ｐ､7)， 
`…comprehensiveCentralplannmg,involvingasitdoes,centraliseddecisionmaking 
mrelationtoproductionactivitiesanddisposalofresourcesinthe`nationalinterest， 
…isthenegationoftheprincipleoftruefbderalism，,、However,whengreaterroleis
assignedtothemarket,ｔｈｅＳｔａｔｅａｎｄｌｏcalgovernmentstoowillhavetorespondto 
thevarymgneedsarisingfromftlnctioningofthemarketeconoｍｙ・Inadditionto
ensuringtheorderlyfimctioningofthemarket，theyhavetoprovidethesocialand 
economicinfTastructure． 
lnspiteoftheimportanceofthesuhject,thediscussionsonlndianeconomic 
refbrmshavelargelybeenconfinedtotherefbrmsattheCentrallevelandtheissue 
ofStatelevelproblemsandrefbrms，iftouchedatall,hasbeenonlycursory､There 
havebeensomeindividualpapershighlightingcriticalareasofrefiDrmattheState 
level（Ｒａ０，１９９２；Guhan，１９９３ａｎｄＳｅｎ，1994)．Atthegovernmentalleveltoo，a 
committeewasappointedbytheNationalDevelopmentCouncil（ＮＤＣ）chairedby 
theChiefMinisterofoneoftheStates（Orissa）torecommendausteritymeasures、
However，ｔｈｅｒｅｐｏｒｔｏｆｔｈｅｃｏｍｍｉｔｔｅｅｗａｓｎｏｔｅｖｅｎｄｉｓｃｕｓｓｅｄｉｎｔｈｅＮＤＣ，leave 
aloneimplementingitsrecommendations，Ofcourse,therehavebeensomein-depth 
analysisofspecificStatepolicies・Thereportsofthecommitteesonirrigationcharges
(VaidyanathanCommittee)andonelectricityboards(SharadPawarCommittee)ａｎｄ 
ｔｈｅＮＩＰＦＰｓｔｕｄｙｇｒｏｕｐｒｅｐｏｒｔｏｎｔherefbrmofdomestictradetaxesarethenotable 
ones、Also，ｓｏｍｅｉｎｄｉｖｉｄｕａｌＳｔａｔｅｓｈａｖｅｔａｋｅｎｉnitiativestocommissiondetailed
studiesontheirfInancialmanagementwithparticularemphasisonrationalwaysof 
raisingrevenues，economisingexpendituresandphasingoutthelossmakingpublic 
enterprises,l1Thesehowever,areonlyisolatedattemptstoidentifytheproblemsand 
1）TheStategwernmentsofKamatakaandKeralaappointedcommitteestoundertakeacomprehensive 
reviewortheirStatefinancesSimiIarly,theGovernmentofPunjabcommissionedadetaiIedstudyonthe 
managementofpyblicfinancesintheState､TherehaveaIsobcenseveralcommitteesandcommissioned 
studiesinvamousStatescxaminingtheirsalestaxstructuresandanalysingimplicitsubsidicsarisinghom 
theirdudgetaryoperations． 
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policiesandablueprintfbracomprehensiveStatelevelrefbrmisyettoemerge・In
thispaper,ａｎａｔｔｅｍｐｔｉｓｍａｄｅｔｏｈｉｇｈｌｉｇｈｔｔｈｅｐroblemareasandsuggestthepolicy 
changesrequiredtorestorefimctionalstabilityofStatefinances． 
ILStateLevelBefOrms：ＦｉｓｃａｌＤｅｃｅｎｔｒａｌｉｓａｔｉｏｎａｎｄＡ１１ｏｃative 
Efficiency6 
a・ImportanceofStateLevelRefOrms
TheimportanceofStatelevelrefbrmsisunderscoredbythepre-emmentrolethey 
havebeenassignedtoplayinregulatinganddirectingeconomicactivitiesinthe 
lndianfbderatioｎ．ＴｈｅStates，shareintotalgovernmentexpenditｕｒｅｉｓｃｌｏｓｅｔｏ５５ 
ｐｅｒｃｅｎｔ・Ｔｈｅｙｉｎｃｕｒａｌｍｏｓｔ８６ｐｅｒｃｅｎｔｏｆｔｈｅｔotalexpenditureonsocialand
communityserｖｉｃｅｓａｎｄａｂｏｕｔ６０ｐｅｒｃｅｎｔｏｆｓｐｅｎｄｉngoneconomicservices・Ｔｈｅｙ
ａｌｓｏｒａｉｓｅａｂｏｕｔ４３ｐｅｒｃｅｎｔｏｆｔotalrevenuesandtheircollectionintotaldomestic 
tradetaxesisalmost55percent､TheirjurisdictionovermaJoractivitiesspecifiedin 
theConstitutionundertheStateandtheConcurrentlistsrequiresthemtoregulate 
economicactivitiesinawidevarietyofareas． 
Ｔｈｕｓ，theStatesplayasignificantrolemtax，expenditureandregulatory 
activitiesandtheallocativeconsequencesoftheirpoliciesneedtobeanalysedand 
monitoredcarefnllyinordertoensureeffIcientallocationofresources・Ｗｈａｔｉｓ
ｉｍｐｏｒｔａｎｔ，ａｓｍｅｎｔｉｏｎｅｄｅａｒｌｉｅｒ，ｅｖｅｎｉｎａｌｉｂｅｒａｌｉｓｅｄｅｃｏｎｏｍｙ，theState 
governmentswillcontinuｅｔｏｐｌａｙａｓｂｉｇ，ifnotbigger，roleastheyhaveplayedso 
far・Inparticular，theirresponsibilityoveragricultureandirrigationsectorswil
requirecontinuedinterventioninagriculturalextensionandinvestmentsin 
irrigationtoachieveacceleratedgrowthandreductioninruralpoverty、Similarly，
ｈｕｍａｎｒｅｓｏｕｒｃｅｄｅｖｅｌｏｐｍｅｎｔｉｓｃｏｎｓｉｄｅｒｅｄｔｏｂｅｔｈｅｃｏｒｎｅｒｓｔｏｎｅｏｆｅｃｏｎomic 
transfbrmationandgiventhepresentlowlevelifinvestmentparticularymprimary 
educationandpreventivehealthcare，significantincreasesintheoutlayonthis 
criticａｌｓｅｃｔｏｒｗｉｌｌｈａｖｅｔｏｂｅｓｅｃｕｒｅｄｌｎｔhisendeavour,theStategovernmentswill 
havetoplaymaJorrole・EquallyimportantistheroleoftheStatesinprovidingsocial
securitｙｔｏｔｈｅｐｅｒｓｏｎｓｄｉｓｐｌａｃｅｄｉｎｅｍｐｌｏｙｍｅｎｔｂｅｃａｕｓｅｏｆｔｈｅｓｔｒｕｃｔｕｒａｌ 
ａｄｊｕstmentprogramme・SatisfactoryexecutionofthesefiｍｃtionsbytheStale
Governmentsrequｉｒｅｓｔｈｅｍｔｏｉｎｃｕｒｌａｒｇｅｒｇｏｖｅｒｎｍｅｎtexpendituresinthese 
fnnctionsthaninthepastandtherefbre，cost-efficientuseofresourcesandfinding 
resourcestofInancetheseactivitiesinanon-distortionarymannerarecriticaL 
Distortionａｒｙｔａｘｅｓｗｉｌｌｏｎｌｙｃａｕｓｅｎｏｎ－ｃｏｍｐｅｔｉｔｉｖｅｎｅｓｓａｎｄｉｎａｌｉｂｅｒalised 
environment,suchinefYicienciescoulddrivethemarginalfirmsoutofbusiness． 
ltistherefbre,necessarythattheStateGovernmentsareinvolvedactivelyinthe 
economicrefbrmprocess・TheStategovernments，ontheirpartshouldnotonly
fbreseetheconsequencesofthepolicychargesinitiaredbytheCentreandundertake 
measurestopreparefbrandinsulatethemselvesfi･oｍtheadverseconsequences，ｉｆ 
any,butalsoidentifyandeliminatethesourcesofineffIcienciesandinequitiesin 
theirfIscalandregulatoｒｙｓｙｓｔｅｍｓｌｔｉｓａｌｓｏｉｍｐｏｒｔａｎｔｔｈａｔtheirpolicyactions 
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shouldbesuitablynegotiatedandcoordinatedsothatCentralandStatepoliciesdo 
notworkatcrosspurposes・Thus,acoordinatedpolicyinterventionisneedednotonly
fbrprovidingtherequiredlevelsofpublicservicescosteffbctivelymdiHbrentreglons 
inodertomaximisethenationaloutput,butalsotoensurenation-widemarketfiPee 
fTomimpedimentstothemovementoffHctorsandproducts． 
ｂ・FiscalDecentralisationandAllocativeEfficiency
Ｉｎａｌａｒｇｅａｎｄｈｅｔｅｒｏｇｅｎｏｕｓｅｃｏｎｏｍｙｌｉｋｅｌｎｄｉａ，fbderalismprovidesan 
appropriateinstitutionalfiameworkandcreatesacongenialenvironmentfbrthe 
efficientfimctioningofthemarketeconomy・Thelargenation-widemarketenables
theproductionunitstoreapeconomiesofscalefUlly、Thedecentralisedprovisionof
publicofpublicservicesheplstoprovidepublicservicescorrespondingtothe 
diversiHedprefbrencesofthepeopleｒｅｓｉｄｉｎｇｉｎｄｉｆＹｂｒｅｎｔＳｔａｔｅｓａｎｄｅｎcourages 
competitionamongthem・Ｔｈｉｓcouldleadtoinnovationandefficientprovisionof
publicservices(Oates’1972,Ｋｍ9,1984).ThecompetitivespritamongtheStaｔｅｓｃａｎ 
ｂｅｈａｒｎｅｓｓｅｄｔｏｒｅａｐｇａｉｎｓｉｎproductivityparticularlyinaliberalisedeconomic 
environmentwheretheresourceallocationintheeconomyisdividednotbythe 
planningagencybutbymarketfbrces． 
However,“competitivefbderalism，，willleadtoefficientallocationofresourcesonly 
undercertainpreconditions・First，competitionamongtheStates，tobebeneficial，
ｃａｌｌｓｆｂｒｅｑｕａｌｉｔｙｉｎｔｈｅ‘power，ofdifTmentStates・Anecessaryconditionfbr
equalisingthecompetitivestrengthofdifYbrentStateswithinacountryistoenable 
themtoprovideaglvennormativelevelofsocialandeconomicinfiPastructureata 
giventax-priceThiscallsfbroffもettingthefiscaldisabilitiesoftheStateswithlower
thanaveragerevenueraisingcapacityandhigherthanaverageunitcostofprovidmg 
pｕｂｌｉｃｓｅｒｖｉｃｅｓｄｕｅｔｏｆｎｃｔｏｒｓｂｅｙｏｎｄｔｈｅｉｒｃｏｎｔｒｏＬＣｏｍｐｅｔｉｔｉｖｅｅｑｕｉｔｙcanbe 
achievedbyappropriatelydesigningeithertheregionalpoliciesorCentraltransfbrs 
totheState＆The`competitiveequalitプthusbroughtaboutwouldensurethatlarger
lstrongerunitsarenotinapositiontocontmuouslydominate,coerceorpreventthe 
smallerlweakerunitsfiPommakingindependentdecisions，norcantheyinflict 
disproportionａｔｅｄａｍａｇｅｏｎｔｈｅｍ（Bret0,,1987)．Second，ｉｔｉｓａｌｓｏｎｅｃｅｓｓａｒｙｔｈａｔ 
ｃｏｓｔｓａｎｄｂenefltsofaState，ｓｄｅｃｉｓｉｏｎｓｓｈｏｕｌｄｂｅｂｏｒｎｅｂｙｉｔｓｏｗｎｒｅｓｉｄｅｎｔｓ 
(appropriabilityofcostsandbenefits)mordertoavoidunequalandunhealthytaxor 
benefItspilloversamongtheStates． 
Competitiveequalityandappropriabilityofcostsandbenefitsbythemselvesmay 
notresultineffIcientallocationofresources・Ｔｈｅｒｅｓｈｏｕｌｄｂｅｅｑｕａｌｌｙｃｏｎｄｕｃｉｖｅ
ｉnstitutionsandpolicies・Institutionsandpoliciesdeterminethestructureof
incentives（０１s0,,1982,1992）Allocationofresourcesinaninstitutionalstructure 
andpolicyfiPamewoIkwhichdoesnotprovideincentivestotheproducercannotbe 
expectedtopromoteoptimalfactoruse，theemploymentofthemostappropriａｔｅ 
ｔｅｃｈｎｏｌｏｇｙｏｒｐｒｏｍｏｔｅｉｎｎｏｖａｔｉｏｎａ２’Ｅｑｕａｌｌｙｉｍｐｏｒｔａｎｔｐｒｅｃｏｎｄｉｔｉｏｎｆｏｒ 
２）Forinstance，ａｎＧ筋cientadministrativeandlegalenvironmenttoprotectthepropertyrightsisan
importantnecessaryconditionfbreconomicgmwth． 
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competitivenessisthenon-existenceofimpedimentsfbrthefreemovementoffactors 
andproducts・Theexistinginstitutionsthemselvesmayplaceimpedimentstolabour
mobilities；rigiditiesinlabourmobilitymayalsobecausedbyilliteracy，language 
diffbrences,lackofinfbrmationandarragementssuchasbonedorcontractedlabour・
Further，suchinflexibilitiesmaynotbeunifbrmacrosstheStates・Thepolicy
framework,therefbre,ｓｈｏｕｌｄａｔｔｅｍｐｔｔｏｄｏａｗａｙｗｉｔｈａｌｌｔｈehindrancestofreetrade 
andinvestmentsacrossreglons． 
Ｗｅｍａｙｎｏｗｓｕｍｍａｒｉｓｅｔｈｅｉｍｐｏｒｔａｎｔｐreconditionsfbrtheefficiencyinresource 
allocationmalargefbderalpolitylikelndiaFirst,equalisingthepowersofdiffbrent 
Statesensuresalevelplayingfieldfbrallofthem,Thisisachievedbyenablmgevery 
Statetoprovideagivennormativeleveｌｏｆｐｕｂlicservicesatagivenrax-price 
(Breton，1987)，throughinter-governmentaltransfbrsorregionalpolicies.:IjSucha 
measurewilleliminatedistortionscreatedbyfiscanyinducedresourceflows・When
translatedintospecifIcpolicymeasures，ｔｈｉｓｃａｌｌｓｆｂｒｏ鑑ettingfiscaldisadvantages
ofpoorerStatesandsettingupamechanisｍｔｏｃｏｍｐｅｎｓateinter-Statetaxand 
benefItspillovers・Second，apre-conditionfbrefficientallocationofresourcesisthe
appropriationofcostsandbenefitsofgovernmentaldecisionsofaStatewithinits 
ownresidents・ThiswouldeliminatetheStates，ｔｅｎｄｅｎｃｙｔｏｐａｓｓｏｎｔｈｅｂｕｒｄｅｎｏｆ
ｆＩｎaｎｃｍｇｔｈｅｉｒｐｕｂｌｉcservicestonon-residentsthroughtaxexportation（or 
expenditurespillins)．Third，establishingmechanismstoensureaccountabilityand 
incentivesproｖｉｄｅｓｔｈｅｒｉｇｈｔｅｎｖｉｒｏｎｍｅｎｔｆｂｒｅｃｏnomicgrowthThiscallsfbr 
administrativeandlegalrefbrmstoprotectpropertyrightstoindividuals，creating 
properregulatoryframewｏｒｋａｎｄｍｏｎｉｔｏｒｉｎｇｍｓｔｉｔｕｔｉｏｎｓｔｏｅnableefTicient 
fimctioningofthemarket，removingbureaucraticandpoliticalhurdlesindecision 
makingbytheeconomicagents，securingfastclearancesfbrsettingupindustrial 
unitsandestablisｈｉｎｇａｓｙｓｔｅｍｏｆｒｅｗａｒｄａｎｄｐｅｎａｌｔｙｔopromoteworkculture， 
incentivesandaccountabilityand，ｆｉｎａｌｌｙ，ｅｌiminatingallimpediments-fiscal， 
physicalandfinanciaLtothefreemovementofftlctorsandproducts. 
Ａｓｍｅｎｔｉｏｎｅｄａｂｏｖｅ，theConstitutionveststheStategovernmentswiththe 
responsibilityofprovidingbasicsocialandeconomicservicesandtheirexpenditure 
responsibilityeveninaliberalisｅｄｅｎｖｉｒｏｎｍｅｎｔｉｓｌｉｋｅｌｙｔｏｓｈｏｗａｎｉncreaserather 
thanadecline､Thetransitionfromaneconomywhereproductiondecisionsaretaken 
bytｈｅｐｌａｎｎｉｎｇａｇｅｎｃｙｔｏｔｈｅｏｎｅｗｈｅｒｅｒesourcesareallocatedaccordingtomarket 
signalscallsfbrgreaterdegreeofdecentralisation、First，thedetailedregulatory
frameworkneededfbrtheefYicientfimctioningofthemarketeconomywillhavetoｂｅ 
ｐｕｔｉｎｐｌａｃｅａｎdefYbctivelyenfbrcedSecond，efficientfUnctioningofthemarkeｔｓｉｓ 
ｐｏｓｓｉｂｌｅｏｎｌｙｗｈｅｎａｄｅｑｕａｔｅｌｅvelsofsocialandeconomicinfrastructureisprovided 
andprovisionoｆｓｅｒｖｉｃｅｓｌｉｋｅｅｄｕｃａｔｉｏｎ，ｈｅａｌｔｈａｎｄｆａｍｉｌｙｗｅｌｆａｒｅ，urban 
infrastructure，agriculturalextension，ruraldevelopmentandirrigationcallsfbr 
largeoutlaysａｔＳｔａｔｅａｎｄｌｏｃａｌｌｅｖｅｌｓｌｎａｄｄｉｔｉｏｎ，theStatewillhavelarger 
responsibilityincreatingretrainingandrｅｄｅｐｌｏｙｍｅｎｔａｎｄｉｎｐｒｏｖｉｄｉｎｇｓｏｃｉａl 
securitytothelabourdisplacedinstructuraladjustment． 
3)Thehorizontalequityargumentadvancedfbrmakinginter-govemmenta]transflersarrlvesatthesame ConclusionSeeBuchanan（1952)andBoadwayandFlatters(1983)． 
９９ 
RoleoftheStateGovernmentsinFiscalRefbrms 
c･ConstraintsonStates，Revenues 
WhiletheStates，expenditurecommitmentswillcontinuetoexpand,theirbudget 
constraintswillincreasinglybecomeseverelntheConstitutionalassignment，the 
Centralgovemmentenjoysbothoverwhelmingandoverridingpowers・Assignmentof
almostallbroad-baseｄｔａｘｅｓｔｏｔｈｅＣｅｎｔｒｅ（exceptthesalestax),vestingtheCentre 
withresiduarypowersoftaxationandtheprevalenceofCentralauthorityoverthat 
oftheStatesintheeventofconHictofjurisdictionoveranyitemintheconcurrentlist 
aresomeofthecentralisingfnctors、Further，althoughtheStatescanlevyabroad-
basedsalestax,theCentrｅｈａｓｔｈｅｐｏｗｅｒｔｏｌｅｖｙＵｎｉｏｎｅｘｃｉｓｅｄutyvitruallyonthe 
samebaseandthus,canpreempttheStates，levytosomeextent． 
TherearelimitationsontheStates，ｂｏｒｒｏｗｍｇｐｏｗｅｒｓａｓｗｅｌＬＡｒｔｉｃｌｅ２９３ofthe 
ConstitutiondoesallowtheStatestoborrowfromthemarket・However,whenaState
ismdebtedtotheCentre,ｉｔｈａｓｔｏｓｅｅｋＣｅｎｔｒｅ，spermissiontoexerciseitsborrowmg 
powers，ＡｓａｌｌｔｈｅＳｔａｔｅｇｏｖｅｒｎｍｅｎｔｓａｒｅｉｎｄeｂｔｅｄｔｏｔｈｅCentre，theyhavelittle 
leewayindeterminｉｎｇｔｈｅｉｒｍａｒｋｅｔｂｏｒｒｏｗｉｎｇ・Inactualpractice，theP1anning
CommissioninconsultationwiththeUnionFinanceMinistryandtheReserveBank 
oflndia（ＲＢＩ)，simplydeterminesthetotalquantumofStates,borrowingand 
allocateseachState，ｓｓｈａｒｅＯｆｃｏｕｒｓｅ，ｔｈｅＳｔａｔｅｓｃｏｕｌｄａｎｄｄｉｄｇｅｔｒｏｕｎｄｔｈｉｓ 
ｐｒｏｂｌｅｍｔｏｓｏｍｅｅｘｔｅｎｔｂｙｔａｋｍｇｒｅcoursetounauthorisedoverdrafts,ｲ1whichwere 
convertedintomediumteｒｍｓｌｏａｎｓｆｒｏｍｔｉｍｅｔｏｔｉｍｅｂｙｔｈｅＣｅｎtre・Ｔｈｉｓliberal
recoursetooverdraftsdidcontributetolaxityinfiscalmanagement・However，the
overdraftregulationschemeintroducedinJanuary，１９８５stipulatedthattheRBIcan 
dishonourthechequesofthoseStateshavingunauthorisedoverdraftsfbrmorethan 
sevencontinuosworkingdayswhichwaslaterenhancedtotendaysThiseffbctively 
hardenedtheirbudgetconstrainLConsequently，oncethequantumofsharedtaxes， 
grants，Ｃｅｎｔｒａｌｌｏａｎｓａｎｄｍａｒｋｅｔｂｏｒｒｏｗｉｎｇｉｓｄｅｃｉｄｅｄ，ｔｈｅStates，flexibilityto 
increaseexpendituresisrestrictedtotheircapacityandwillingnesstoraisetaxand 
non-taxrevenues・GiventhepoliticaldiffIcultiesinraismgrevenues,ifsomespecial
interestgroupssucceedingettinglargeroutlaysonitemsofpublicexpenditure 
beneficiａｌｔｏｔｈｅｍ,expendituresonsociallymoreproductivepublicgoodwouldhave 
tobenecessarilyreduced51Ofcourse，therehvaebeensoｍｅａｔｔｅｍｐｔｓｔｏｓｏｆｔｅｎｔｈｅ 
ｂｕｄｇｅｔｃｏｎstraintbyborrowingfromfinancialinstitutions、Ｔｏｓｏｍｅｅｘｔｅｎｔ,ｔｈｉｓｈａｓ
ａｌｓｏｂｅｅｎａｃｈｉｅｖｅｄｂｙｔｈｅＳｔateenterprisesdirectlyborrowingfTomthemarket・But，
４）ＴｈｅStatescantakewaysandmeansadvancesfiPomtheReservcBankoflndia（ＲＢＩ）toovercometheir shortterm］iquidityproblems・These］ｉｍｉｔｓａｒｅｌｉｘｅｄａｓｓｏｍｅｍｕｌｔｉｐｌｅｏｆtheminimumbalancesoftherespectiveStateguvernmentswiththeRBLInaddition,theycantakespecial`waysandmeans，advanceｓ (providedagainstthecollatera］〔)rGovernmentsecurities）subjecttostipulatedlimit､TheStategovemments，however,ｈａｖｅｔｏｃ]earthｅ〔〕verdraflswithintencomsecutiveworkingdays・ToceasetheshorttermliquidityproblemsftlcedbytheStates，buthnormalandspecialwaysandmeanslimitswere revisedinNovember・ｌ９９３ｔｏ８４ｔｉｍｅｓａｎｄ３２ｔｉｍｅｓｔｈｅｍｉｎｉｍｕｍｂａｌａｎｃｅsrespectively（けomtheprevious
５６ａｎｄ２０ｔｉｍｅｓ）ａｎｄｔｈｅｔｉｍｅｐｃｒｉｏｄlbrclearancewasincreasedhPomseｖｅｎｄａｙｓｔｏｔｅｎｄａｙｓ・TheoverdralIsoverandabovethenormalwaysandmeansadvancesareterｍｅｄａｓ`unauthoI･ised，overdrafUs． 
5）Ｐｕｂｌｉｃｇｏｏｄ，ｂｙｄｅｌｌｎｉｔｉｏｎｉｓａｖａｉｌａｂｌｅｉｎｅｑｕａｌquantititesandbenelitslargcgroｕｐｓｏｆｐｅｏｐｌｅ、EncompassingcoalitionsnecessarilyinvolveIargenumberswhichismoredifYIculttolbrm（ＯＩＳ0,,1982） and,therefbre,specialinterestgroupactioncannotprotectoutlaysonthesesewices． 
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ＴａｂｌｅｌＧｒｏｗｔｈ⑥fStates,ＲｅｖｅｎｕｅｓａｎｄＥｘｐｅｎｄｉｔｕｒｅｓ 
（percentperyear〕
ItemofRevenue/Expenditure l974-75tol980-811980-81ｔｏｌ９９１－９２l974-75tol991-92 
Ａ・States,RevenueReceipts
aOwnTaxRevenue 
hNon-TaxRevenue 
cTotal 
dCentraITY･ansfbrstoStates 
e・TotalRevenueReceipts
BState，sExpelnditures 
aCurrent(revenue)Ｅxpenditure 
hCapitalExpenditure 
c・TotalExpenditure
１４．８ 
１１．８ 
１４．２ 
２０．０ 
１６．８ 
１
７
５
４
６
 
●
●
●
●
■
 
６
２
５
５
５
 
１
１
１
１
１
 
1５．７ 
１２．４ 
１５．１ 
１６．９ 
１５．９ 
1６．６ 
１９．９ 
１７．４ 
1７．６ 
９．６ 
１５．８ 
1７．３ 
１２．６ 
１６．３ 
Note:＊GrowthrateshavebeencalculatedbyrmployingtbeKinkedExponentialModeLFigureS-両rl991‐
９２areRevisedEstimates 
Source:IndianEconomicStatistics/PublicFinanceStatistics,MinistryofFinance,Govemmentoflndia． 
theextentofsuchbudgetaryaccommodationis,ａｓyet,notverysignificant． 
ＴｈｅｐｒｏｓｐｅｃｔｓｏｆｔｈｅＳｔａｔｅｓｓｅｃｕｒｉｎgmoreresourcesthroughlargerCentral 
transfbrsdonotseemtobebrigｈｔｉｎｔｈｅｍｅｄｉｕｍｔｅｒｍｅｉｔｈｅｒ・Ｉｎｆａｃｔ，withthe
Centre，sattemptsatcompressingfiscaldeficitnotsucceedingtothedesiredextent， 
thetemptationcouldbetoexercisethesofteroptionofcuttiｎｇｔｒａｎｓｆｂｒｓｔｏｔｈｅＳｔａｔｅｓ 
Ａｓｉｔｉｓ,grosstransfbrstoStatesasaratioofGDParebudgetedtodeclinefTom76 
percentinl993-94(revisedestimate)ｔｏ６６ｐｅｒｃｅｎｔｉｎｌ９９４－９５（budgetestimates)． 
Thus,ｏｎｔｈｅｏｎｅｈａｎｄ,theStateshavetofillfIltheirlargecommitmentsandonthe 
other，arefacedwithhardbudgetconstraintsUnlesstheyundertakeprudentfiscal 
managementandadoptinnovativeapproachestocontainunproductiveexpenditures 
andraiserevenuesinanon-distortionarymanner,Structuraladjustmentprogramme 
cannotbebroughttoasuccessfnlfiuition． 
ｌｌＬＩＴｅｎｄｓｉｎＳｔａｔｅＦｉｎａｎｃｅｓ 
ａ･Revenues,ExpendituresandDeficits 
OneofthemostdistressingfbatureｓｏｆｔｈｅＳｔａｔｅｆｉｎａｎｃｅｓｉｓｔｈｅｅｍｅｒｇｅnceof 
sizeableandgrowinglevelsofbudgetarydissavingsinrecentyearsThecontinuous 
outpacingofgroｗｔｈｏｆｃｕｒｒｅｎｔ（revenue）expendituresbythatofcurrentrevenues， 
(Tableｌ),ｉｎboththeseventiesandtheeighties,hasledtosenousdeteriorationin 
theStates，currentbudgetarypositionfTomasｕｒｐｌｕｓｏｆｌ２ｐｅｒｃｅｎｔｏｆＧＤＰｉｎｔｈｅ 
ｍｉd-seventiestoadeficitofaboutlpercentofGDPinl991-92(Table２）Inabsolute 
terms，thenetbudgetarydissavingsontheStates'accountwasovｅｒＲｓ、５０billionin
l992-93andbyl994-95,ｉｔｉｓｂｕｄｇｅｔｅｄｔｏｂｅＲｓ､８３．６billion． 
1０１ 
RoleoftheStateGovernmentsinFiscａｌＲｅｌｉｒｍｓ 
Thebudgetarydissavingsofasignificantmagnitudewhichfirstappearedinl987‐ 
８８hasshownrapidincreasesyearafteｒｍａｉｎｌｙｄｕｅｔｏｖｅｒｙｈｉｇｈｇｒｏｗｔｈｏｆｃｕrrent 
expenditures，Theincreasesinexpenditureshavebeenparticularlyalarminginthe 
l980,ｓｗｈｅｎｉｔｇｒｅｗａｔａｎａｖｅｒａｇｅｒａｔｅｏｆ１７．６ｐｅｒｃｅｎｔｐerannum、Ｔｈｅｈｉｇｈａｎｄ
ｉｎｃｒｅａｓｉｎｇｖｏｌｕｍｅｏｆｃｕrrentbudgetarydeficitsnecessitatedlargervolumeof 
borrowing､Consequently，interestliabilitygrewat227percentperyearandthus， 
expendituregrowthbecameselfpropelling． 
Ｉｔｉｓｉｍｐｏｒｔａｎｔｔｏｎｏｔｅｔｈａｔｔｈｅｐｒｏｂlemofgrowingfiscalimbalancehasemerged 
inspiteofrevenuesincreasingatfairlyhighratesTheStates，owntotalrevenues 
registeredandaｖｅｒａｇｅａｎｎｕａｌｇｒｏｗｔｈｒａｔｅｏｆｌ５５ｐｅｒcentintheeighties，andthe 
taxrevenuesactuallyregisteredhighergrowthrateatl6percentperyearHowever， 
thenontaxrevenuesincreasedonlyａｔｔｈｅｒａｔｅｏｆｌ２ｐｅｒｃｅｎｔｐｅｒａｎｎｕｍａｎdifcess 
androyaltyonminesandmineralsisexcluded,thegorwthratewasjustabout8per 
cent・Ｔｈｅｒｅｌｕｃｔａｎｃｅｔｏｌｅｖｙｐｒｏｐｅｒｕｓｅｒｃhargesonsocialandeconomicservices
providedbytheGovernments,ａｎｄｔhepooranddecliningreturnsfTomdepartmental 
andnon-departmentalcommercialenterprisesaretheprincipalreasonsfbrthe 
dismalgrowthanddccliningimportanceonnon-taxrevenuesJtisalsonotablethat， 
duringthelastdecade,theCentralcurrenttransfbrstothｅＳｔａｔｅｓｇｒｅｗａｔａｌｍｏｓｔｔｈｅ 
ｓａｍｅｒａｔｅａｓｔｈｅＳｔａｔｅｓ'ownrevenues（15.5ｐｅｒｃｅｎＤａｎｄｗａｓｈｉｇｈｅｒｔｈａｎｔｈａｔｏｆ 
Centralrevenues（１４．５ｐｅｒｃｅｎｔＬＴｈｅｔｒａｎｓｆＵｒｓｗｉｔｈｉｎｔｈerevenueaccount，ａｔ 
ｐｒｅｓｅｎＭｂｒｍａｂｏｕｔ３８ｐｅｒｃｅｎｔｏｆＣｅntralrevenuesand,giventheCentre,sown 
difYicultfiscalposition,asmentionedearlier,ｉｔｗｏｕｌｄｂｅｔｏｏｏｐｔｉｍｉｓｔｉｃｔｏｅｘｐｅｃｔany 
mcreaseinthetr3nRfbrsasaratioofCentralrevenues． 
Table2States，BudgetaryDeficits 
StatGg 
Revenue 
Dehcit 
asPer‐ 
ｃｅｎｔａｇｅ 
ｏｆＧＤＰ 
States，FiScal 
DehcitasPer‐ 
centageofGDP 
States，FiscalDelIcit 
lRsMiI1ion） 
Stateg 
Revenue 
Deficits 
（Rs 
Mil1ion） 
AggregateFiscal 
DefYcit 
（RsMillion） 
Aggregate 
FiscalDefidt 
asPercentaｇｅ 
ｏｆＧＤＰ 
Year 
Net Ｎｅｔ Gross Grqss Ｎｅｔ 
３
８
７
６
２
３
５
 
●
●
●
●
●
■
□
 
１
１
２
２
２
２
２
 
104480 
236210 
534410 
458520 
521440 
714560 
709650 
１７１５０ 
４７９９０ 
１４５３２０ 
１５７４６０ 
１５７７００ 
１８２４２０ 
２３１４６０ 
７
９
５
１
０
９
２
 
●
■
●
●
●
◆
●
 
２
２
３
３
３
２
３
 
72590 
153070 
395010 
341500 
422030 
576920 
589010 
＋14850 
＋6540 
５３０９０ 
５６５１０ 
５１１４０ 
60550 
８３６５０ 
３７１３０ 
７５１２０ 
１８７８７０ 
189000 
208920 
233120 
297380 
１
２
０
９
７
８
９
 
■
Ｃ
Ｇ
●
●
■
●
 
１
０
１
０
０
０
０
 
十
十
７．７ 
９．０ 
１００ 
７．４ 
７．４ 
９．０ 
７．８ 
３
８
４
５
０
２
４
 
●
●
●
●
■
●
■
 
５
５
７
５
６
７
６
 
'980-81 
1985-86 
1990-91 
1991-92 
1992-93 
1993-94(ＲＥ） 
1994-95(ＢＥ） 
Note：ＲＥ、RevisedEstimates
BE，BudgetEstimates 
＋ Indicatessurplus 
＊EstimatedonthebasisofimplicitGDPestimatesderivedby 
FiscaldeflCit/ＧＤＰｒａｔｉｏｏｆＣｅｎｔｒｅａｔ６ｐｅｒｃｅｎｔ 
ＳＤｕｒCe:ＡｎｎｕａｌReport‐1993-94,ReserveBankofIndia． 
1０２ 
Ｍ,GovindaRao 
Ｔｈｅｏｕｔｐａｃｉｎｇｏｆｔｈｅｇｒｏｗｔｈｏｆｃｕｒｒｅｎｔｅｘｐｅｎｄｉｔｕｒｅｓｂｙｔｈａｔｏｆｔｈｅｒｅｖｅｎue 
receiptshascreatedandexplosivecycleofexpendituregrowth・Theuseofborrowed
fimdsfbrmeetinggovernmentconsumptionexpenditureandtransfbrssignificantly 
enhancesinterestliability，butdoesnotgeneratecorrespondingsourcesofrevenue、
Inaddition,aseventhecapitalexpenditureonvariousprqjectsarenoteffIciently 
utilised，therevenuestofinancedebtservicingarenotgeneratedandconsequently， 
interestliabilitiesfbedbackintothegrowthofexpendituresrequiringevenlarger 
diversionofborrowedfilnds・Thus，ｔｈｅStates，grossinterestpaymentsduringthe
decadeofthel980，ｓｇｒｅｗａｔｔｈｅｒａｔｅｏｆ２２７ｐｅｒｃｅｎｔ,whilethegrowthofnetmterest 
payment(afteradjustingfbrinterestreceipts)ｗａｓａｓｈｉｇｈａｓ３１２ｐｅｒｃｅｎｔＣｌｅａｒｌｙ， 
suchahighgrowthofexpenditureoninterestisunsustainable． 
AnotherimportantcauseofincreasingindebtednessattheStatelevelｈａｓｂｅｅｎ 
ｔｈｅｅｍｐｈａｓｉｓｏｎｈａｖｉｎｇｌａｒｇｅｄｅｖｅｌｏｐｍｅｎｔａｌｐｌａｎｓｅｖｅｎｗｈｅｎｃｏｍmensurate 
resourceswerenotavailable・Astheborrowedresourceswerenoteffbctivelyusedto
generateeitherdirectrevenueyieldingassetsorinfTastructuralfbLcilities，thedebt 
repaymentobligationhadtobenecessarilymetbyresortingtomoreborrowingThus， 
outstandingliabilitesoftheStategovernmentswhichwasonlyRs､２１６billionatthe 
endofMarch，1980,ｉｎｃｒｅａｓｅｄｂｙａｌｍｏｓｔｓｅｖｅｎｔｉｍｅｓｉｎｌ４ｙearstoreachRs2548 
billionmMarch，1994．ＡｓａproportionofGDP，ｔｈｅStates，mdebtednessincreased 
from１７．６ｐｅｒｃｅｎｔｉｎｌ９８０－８１ｔｏ１９．３percentinl994-95・Thishascreatedavery
seriousproblemofdebtservicingineveryState、TheFinanceCommissionspriorto
theninth,reduceｄｔｈｅｐｒｏｂｌｅｍｔｏｓｏｍｅｅｘｔｅｎｔｂｙｒｅｓｃｈedulingandwritingofTofthe 
Centralloans，whichmerelymeanttransfbrringthｅｂｕｒｄｅｎｏｒｒｅｐａｙｍｅｎｔｆｉＰｏｍｔｈｅ 
States，taxpayertothenationaltaxpayer､Giventheunderlyingtrends，thispractice 
bytheFinanceCommissionsonlyprovidedtemporaryreliefas，ａｔｔｈｅｅｎｄｏｆｅｖｅｒｙ 
ｆｉｖｅｙｅａｒｓ,ｔｈｅｎｅｗＦｉｎａｎｃｅＣｏｍｍｉｓｓｉｏｎｈａｄｔｏｄｅalwitｈｔｈｅｓａｍｅｐｒｏｂｌｅｍ,butwith 
greaterintensity・inl993-94alonetheStates，estimatedloanrepaymentsworkedoｕｔ
ｔｏＲｓ､５０．９billionwhiletheloanrecoveriesaｍｏｕｎｔｅｄｔｏａｍｅｒｅＲｓ､２２．８billion． 
ThediffIcultresourcepositioniｎｔｈｅＳｔａｔｅｓｈａｓｈａｄａｄｖｅｒｓｅｅｆｆｂｃｔｏnStates， 
capitaloutlaysaswelLTheresourcｅｃｏｎｓｔｒａｉｎｔｗｈｉｃｈｂｅｃａｍｅｂｉｎｄｉｎｇａfterthe 
introductionoftheoverdraftregulationschemeinthemid-eightiesresultedina 
signifIcantshowdowninthegrowthrateofcapitaleXpendituresfTom20percentper 
yearintheseventiestojustabout96percentintheeightiesConsequently・capital
expenditureasaproportionofGDPdeclinedfiPom３．９ｐｅｒｃｅｎｔｉｎｌ９８０－８１ｔｏｌ２ｐｅｒ 
ｃｅｎｔｉｎｌ992-93. 
Ｔｈｕｓ，thestatesfaceanexplosivecycleofcurrentexpendituregrowthandarｅ 
ｖｉｒｔｕａｌｌｙｉｎｔｈｅｔｈｒｏｅｓｏｆａｄｅｂｔｔｒａｐＡｔｔｈｅｓａｍｅｔｉｍｅｔｈｅｒｅｖｅｎｕｅｓｏｆｔｈeStates， 
particularlythetaxrevenues,ｈａｖｅgrownfairlyrapidlyandattemptstoincreasethe 
buoyancyofthetaxsysｔｅｍｂｙｒａｉｓｉｎｇｔｈｅｔａｘｒａｔｅｓｍａｙｎｏｔyieldthedesiredresults 
withoutseriouslyaffbctingtheincentives、Theremedialaction，therefbre，should
concentrateondeceleratingthegrowthofexpendituresandphasingoutthehidden 
subsidiesbylevyingproperusercharges． 
Ａｓｓｕｍｉｎｇｔｈａｔｔｈｅｏｂｓｅｒｖｅｄｔｒｅｎｄｉｎｒｅｖｅｎｕｅｓｗｉｌｌｃｏｎｔｉｎｕｅｉｎｔｏｔｈｅfuture， 
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Table3GrowthofGovernmentExpenditures(inl981-82Prices):A11SelectedStates 
（ByFunctiOnalCategories） 
（percentperyear） 
CurrentExpenditure CapitalExpenditure TotalExpenditure 
薊:i;filWjlii
Administrativeservices 
lnterestPayments 
SocialServices 
EconomicServices 
NetLoansandAdvances 
TotalExpenditures 
５
６
０
０
 
●
■
■
□
 
３
３
６
８
 
８．０ 
１１７ 
６．４ 
５．３ 
６．１ 
８．３ 
６．３ 
６．４ 
1１．３ 2.8 6.2 ３．７ 
３．６ 
６．２ 
７．３ 
８．９ 
６３ 
７．９ 
１１．７ 
６．３ 
３．６ 
－３．１ 
５．２ 
６．２ 
８３ 
６．２ 
５．１ 
１７ 
５．６ 
9.0 
６．２ 
８．９ 
７．６ 
－２．７ 
－０．３ 
－３．１ 
－１．２ 
５．６ 
２．３ 
１７ 
２．３ 6８ 6.0 ６．５ 
Source:ＲａｏａｎｄＳｅｎｄＵ９９３） 
phasingoutofrevenuedeficitSbytheyear200qcanbeachievedonlyifexpenditure 
growthisdeceleratedtｏｌ４ｐｅｒｃｅｎｔｐｅｒａｎｎｕｍｏｒｂｙａｌｍｏｓｔ２６percentagepoints・
Consideringthatinterestpaymentｓｈａｖｅｂｅｅｎｇｒowingattheaverageannualrateof 
22.7ｐｅｒcent,thegrowthofremainingitemsofexpenditurewouldhavetobebrought 
downsubstantiallytol25percent・Alternatively,therevenuereceiptsoftheStateｓ
ｗｉｌｌｈａｖｅｔｏｇｏｕｐｔｏｌ７５ｐｅｒｃｅｎｔｐｅｒyears、FiscalcorrectionattheStateleve１，
therefbre，willhavetoexaminetheusefillnesｓｏｆｅｖｅｒｙｉｔｅｍｏｆｅｘｐｅｎｄｉｔｕｒｅａｎｄ 
ｒｅvenueafreshandtakecorrectivemeasurestoeliminateunproductiveexpenditure 
itemsandenhancerevenueproductivity・Ｔｈｉｓｃａｌｌｓｆｂｒｔｈｅａｎａｌｙｓｉｓｏｆｔｈｅｇｒowth
revenuesandexpenditures． 
b・StateGovernmentExpenditures:GrowthandCompositionm
Theeconomicimplicationsofexpendituregrowtharebroughtoutclearlywhenthe 
expendituretrendsareanalysedintermsofeconomicandfUnctionalcategories・Such
ananalysishelpsnotonlytoidentifytheitemsofexpenditureregisteringveryhigh 
growthratesinrecentyearsbutalsoinfもrtheireconomicconsequences、Thegrowth
ofpercapitaexpendituresonvariouseconomicandfimctionalcategoriespresentedin 
Table3and4bringoutsomesalientfbatures・First,theincreaseinexpenditureshas
beｅｎｖｅｒｙｈｉｇｈａｎｄｈａｓｓｈｏｗｎａｎａｃｃｅｌｅｒａｔｍｇｔｒｅｎｄＴｈｅｇｒｏｗｔｈｒａｔｅｏｆｐｅｒｃａｐita 
currentexpenditure（atconstantprices）ａｃｃｅｌｅｒａｔｅｄｔｏ７８ｐｅｒｃｅｎｔｐｅｒｙｅａｒｉｎｔｈｅ 
ｅｉｇｈｔｉｅｓａｓｃｏｍｐａｒｅｄｔｏ６４ｐｅｒｃｅｎｔｉｎｔｈｅｓｅｖｅｎｔｉｅｓｅｖｅｎａｓｔｈｅｇｒｏｗｔｈｏｆｐｅｒｃａｐｉｔａ 
ｔotalexpendituredeceleratedfrom６．７ｐｅｒｃｅｎｔｔｏ５３ｐｅｒｃｅｎｔｄｕｒｉｎｇｔｈｅｐｅｒｉｏｄ､Per 
capitacapitalexpendituresgrｅｗａｔｔｈｅｒａｔｅｏｆｊｕｓｔＬ５ｐｅｒｃｅｎｔｐｅｒｙearinthe 
eightiesSecond，ａｍｏｎｇｔｈｅｖａｒｉｏｕｓｉｔｅｍｓｏｆｃｕｒｒｅｎｔｅxpenditureintheeighties， 
interestpayments，transfbrsandsubsidiesgrewatthefastestrate（8.3ｐｅｒcent） 
ｆｂｌｌｏｗｅｄｂｙｃｏｍｐｅｎｓａｔｉｏｎｔｏｅｍｐｌｏｙees（７．４ｐｅｒｃｅｎｔ)．Ｉｎｃｏｎｔｒａｓｔ，current 
maintenance（２７ｐｅｒcent）andcapitalexpenditures（Ｌ５ｐｅｒｃｅｎｔ)ｇｒｅｗａｔｖｅｌｙｌｏｗ 
6)TheanalysisofexpendituresisdraｗｎｌａｒｇｅｌｙｆｍｍＲａｏａｎｄＳｅｎ（1993） 
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rates,Itisfilrtherseenthatthelowgrowthraterecordedincapitalexpenditureswas 
mainlyduetothedeclineinthegrowthofcapitalexpendituresoneconomicservices 
(-0.3ｐｅｒcent),socialservices（-2.7ｐｅｒcent）andmoreimportantly，netloansand 
advancestopublicenterprises（-3.1ｐｅｒcent）includingelectricityboardsandroad 
transportcorporations・Thus，therehasbeenasabstantialdeclineinexpenditures
incurredtocreatesocialandeconomicinfrastructuresinpercapitaterms． 
Thedecelerationinthemaintenanceexpenditureisclearlyevidentwhenwe 
regresswagesandsalariesexpenditureswiththoseongoodsandseｒｖｉｃｅｓｉｎａｌｉｎｅａｒ 
ｆｂｒｍｅｑｕａｔｉｏｎＡｓｍａｙｂｅｓｅｅｎｉｎｔａｂｌｅ５，ｏｎａｎａｖｅｒａｇｅ，themaintenance 
expenditureperunｉｔｏｆｗａｇｅｓａｎｄｓａlariesdeclinedsteadilyfrom０．４４ｍｌ９７１－７２ｔｏ 
Ｏ２２ｉｎｌ９８９－９０，andinrespectofeconomicservices，ｔｈｅｄｅｃｌｉｎｅｗａｓｆｒｏｍＯ,６６ｔ０ 
０．３１．７１Ｔｈｕｓ，theexpendituresallocatedtothecreationaswellasmaintenanceof 
economicinfiastructureintheStateｓｈａｓｓｈｏｗｎａｓｔｅａｄｙｄｅｃｌｉｎｅｏｖｅｒｔｈｅyears． 
Asalreadymentioned，expenditureoninterestpaymentregisteredthefHstest 
growthduringthelastdecade、ＴｈｉｓｗａｓｃａｕｓｅｄｂｙｐｈｅｎｏｍｅｍａｌｉｎｃｒｅasemStates，
indebtednessaswellasincreaseintheeffbctiverateofinterestonStates,borrowing・
TheStates，indebtednessincreasedatl6percenｔｐｅｒyearonanaveragesincethe 
eightiesandtheaveragerateofinterestontheirborrowingincreasedfrom6､１ｐｅｒ 
ｃｅｎｔｍｌ９８１－８２ｔｏｌＬ７ｐｅｒｃｅｎｔｉｎl992-93Fastgrowthoftransfbrsisanothercause 
ofhighexpendituregｒｏｗｔｈＴｈｉｓｗａｓｃａｕｓｅｄｍａｉｎｌｙｂｙｔｈｅｇrowthofsubsidieson 
irrigationandspendingonruraｌdevelopment（povertyalleviation）schemes・The
expenditureonwagesandsalariｅｓｈａｓｓｈｏｗｎｔｈｅｆｎｓｔｇＴｏｗｔｈｍａｉｎｌｙｂecausenet 
employmentincreasedatａｂｏｕｔ３６ｐｅｒｃｅｎｔｐｅｒｙｅａｒ(Ｒａ0,1992）andincreaseinthe 
emolumentsperemployeeinconstantprices，onanaverage，ｗａｓabout３．８percent 
peryear． 
Theexpendituresonsocialservicescontinuedtoincreaseatahighratｅｅｖｅｎａｓ 
ｔｈｅｂｕｄｇｅｔｃｏｎｓｔｒａｉｎｔｓｏｆｔheStateshardened，particularlyafterthemid-eighties 
whentheoverdraftregulationschemewasintroducedButalargepartofthegrowth 
inexpendituresmustbeattributedtofastincreasesintheunitcostofprovidingthe 
servicesratherthanthequantityorqualityoftheservicesprovidedGiventhatsocial 
serv1cesareemploymentintensive，ｍｕｃｈoftheincreasehasbeenduetomcreasein 
thewageratesTheanalysisofpercapitaeducationexpenditures,fbrexample,ｓｈｏｗｓ 
ｔｈａｔｔｈｅｇｒｏｗｔｈofpercapitaexpenditure（constantprices）increasedat66percent 
peryearduringthelatterhalfoftheeightiesandofthis，a5percentagepointswere 
attributabletotherealincreaseintheperemployeesalaryalone． 
However,inspiteofrecordingveryhighgrowthratesduringthelastdecade,ｔｈｅ 
ｌｅｖｅｌｏｆｅｘｐｅｎｄｉｔｕｒｅｓｏｎｓｏｃｉａｌｓｅｒｖｉｃｅｓｃｏｎｔｉｎｕｅｄｔｏｂｅｌｏｗ，Ｅｘｐｅｎｄｉｔｕｒｅｓｏｎ 
ｅｄｕｃａｔｉｏｎｉｎｌ９９０－９１ｆｂｒｅｘａｍｐｌｅ，ｗａｓｌｅｓｓｔｈａｎａ５ｐｅｒｃｅｎｔｏｆＧＤＰａｎｄｔｈｉｓ 
ｃomparespoorlywiththeaveragelevelsprevailingmthedevelopingcountries（4.1 
perｃｅｎｔ)８１．Ｗｈａｔｉｓｍｏｒｅ，ｓｉｎｃｅ1991-92,theeffectofdecelerationinCentral 
transfbrstoStatesandattemptedexpenditurecompressionbyStatesthemselveshas 
7)Fordetails,SCC,ＲａｏａｎｄＳｅｎＵ９９３)． 
8)Theestimaterelatestol987,see,StatisticalYearBook，1989,ＵＮＥＳＣＯ． 
105 
RoleoftheStateGovemmentsinFiscalRefblms 
Table4GrowthPerCapitaStateGoveｍｍｅｎｔＥｘｐｅｎｄｉｔｕｒｅｓ 
ｂｙＥｃＯｎｏｍｉｃＣategories(ConstantPrices） 
（percentperyeaT） 
1974-75 
ｔ0 
1981-82 
1981-82 
ｔ０ 
１９８９－９０ 
1974-75 
ｔ0 
1989-90 
ExpendituresltemsEconomicCategories 
lConsumptionExpenditure 
a・CompensationtoEmplOyees
b･NetGDvernmentMaintenance 
Total 
５．８６ 
８．３９ 
５，８８ 
７．３７ 
２７２ 
６．２２ 
6.32 
5.25 
6.86 
2.Transfbrs 
aSubsidies 
b・TransmertoLocalBodies
c・OtherTransfbrs
Total 
3､TotalCurrcnt(1+2） 
4.GrossFixedCapitalFormation 
5・FinancialOutlay
6・TotalCapitalTransfbrsandAdvances
aLocaIBodies 
hOthers 
cTotal 
０
１
０
９
８
５
１
 
７
７
７
６
３
２
０
 
●
■
■
■
 
●
 
● 
● 
４
１
６
７
６
９
３
 
３
 ６．０２ 
７．４３ 
８．４８ 
８．３５ 
7.15 
4.55 
4.84 
６
０
７
５
９
５
１
 
Ｊ
８
６
８
８
６
０
 
● 
●
 
● 
８
４
７
８
６
６
４
 
１
 
9.68 
8.78 
8.76 
1.95 
-2.06 
-1.20 
５．３８ 
２．７１ 
３．１９ 
7.TotalCapitalExpenditure(4+5+6） 8．３５ 1.49 ４５４ 
Source:ＲａｏａｎｄＳｅｎＵ９９３） 
Table5MaintenanceExpenditurePerRupeeOfWagesandSalariesinMajorStates 
TypesofServices/yearAdministrativeServiceSocialServiceEconomicServiceAlIServices 
1971-72 
1976-77 
1980-81 
1985-86 
1989-90 
２
７
０
８
８
 
４
０
５
２
３
 
２
３
２
２
２
 
●
●
■
Ｐ
●
 
０
０
０
０
０
 
０．２１７ 
０．０５１＊ 
0.045＊ 
０．０４１＊ 
0．１０２ 
0.664 
0.375 
0.393 
0.359 
0.313 
０．４３９ 
０．３１５ 
０．２６０ 
0.238 
０．２１８ 
Note：ＬＴｈｅｅｓｔｉｍａｔｅｓｈａｖｅｂｅｅｎｍａｄｃｂｙｒｅｇressmgnetgovernemcntmaintenanceexpenditureon 
wagesandsalariesacmsstheStatesinalinearequation． 
２.CoelYicientsmarked＊ａｒｅnotsignificantat5percent 
Source:ＲａｏａｎｄＳｅｎＵ９９３)． 
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beentoreducetheshareofexpenditureonsocialservices(GuptaandSarkar,1994)． 
Evenwithinthislowlevelofoutlay,theshareofprimaryeducationwasjustabout40 
percentSimilarly,ａｓａｒａｔｉｏｏｆＧＤＰ,expenditureonmedicalandpublichealthwas 
lessthanL5percent,housingandurbandevelopmentwasjｕｓｔａｂｏｕｔＯ３ｐｅｒｃｅｎｔ 
ａｎｄｔｈｅａｍｏｕｎｔｓｐｅｎｔｏｎｓｏｃｉａｌｓｅｃｕｒｉｔｙａｎｄｗｅｌｆｎｒｅｗａｓＯ８ｐｅｒｃｅｎｔ・The
ConstitutionassignsapredommatroletotheStatesintheprovisionoftheseservices 
andsatisfactoryprovisionoftheseservicescallsfbrsubstantialincreaseintheoutlay 
onthem． 
Theproblemisnotmerelyoneoflowlevelsofexpenditureonsocialandeconomic 
infrastructuresbutalsotheirunevenspreadOuranalysisshowsthatgenerally,per 
capitaexpendituresarehighermtheStateswithhigherpercapitaincomesandthis 
cannotbeattributedtotheirbettertaxefTOrts・Ｔｈｅhigherexpenditurelevelsin
richerStatesismainlyduetotheirgreaterabilitytoraiserevenuesThus，ｔｈｅ 
Centraltransfbrshavefailedtoo雌etthefiscaldisabilitiesofpoorerStatesThe
inter-StatevariationsinpercapitaexpenditurelevelswereparticularlysignifIcantin 
socialandeconomicsewiesFurther,ourdetaileddisaggregatedanalysisshowsthat 
expenditurelevelsondiffbrentservicesweregenerallyhigherinStateswherethe 
respectivephysicallevelsofserviceswerehigher． 
Theunevendistributionofexpendituresclearlyindicatestheunequalaccessto 
socialandeconomicmfYastructure・This，ｉｎｔｕｒｎ，resultsinunevenflowofprivate
investmentsandaccentuatesinequalitiesinthestandardsoflivingindiffbrent 
regions・TotheextentprovisionofinfraStrｕｃｔｕｒｅfacilitiesenhancesmarginal
productivityofpoorerreglonsmorethanthatofricherregionsandhelpsinbetter 
utilisationoftheirresources，maximｉｓａｔｉｏｎｏｆｔｈｅｎａｔｉｏｎａｌｐｒｏｄｕｃｔｉｓａchieved 
throughamorebalancedspreadofinfrastructuralfacilities・Insuchcasesbothequity
andefficiencyohjectivesarecompatible・ButevenincaseswherethereisatradeofT
betweenthetwinohjectives,morebalancedspreadofinfrastructuremaybe 
necessaryduetoimperfbctpolulationmobilitybetweenreglons・Besides,ignoringthe
poorerpeoplemlessdevelopedregionsmaynotbepoliticallyacceptable． 
c･AdditionalRevenueS:ProblemsandProspects 
i・ＴａｘＲｅｖｅｎｕｅ
Asmentionedearlier，taxrevenuesintheStateshaveregisteredafairlyrapid 
growthinthelastdecadeFurtherincreasesinrevenueproductivitycancomeabout 
throughimprovementinadministratiｏｎａｎｄｅｎｆｂｒｃｅｍｅｎｔｏｆＳｔａｔｅｔａｘｅｓａｎdnotby 
increasingthetaxrates・Ａｔｔｈｅｓａｍｅｔｉｍｅ,thestructureoｆStates，taxeshasbeena
sourceofinefficiency・Ithasalteredrelativepricesinunintendedwaysandhasposed
impedimentstothefreemovementoffactorsandproducts・Therefbre，simplification
andrationalisationoftheStates,taxsystemsmustreceiveimmediateattentionto 
makethembothgrowthorientedandgrowthresponsive． 
Ｏｖｅｒｔｈｅｙｅａｒｓ，ｔｈｅStates，ｔａｘｓｙｓｔｅｍｈａｓｂｅｃｏｍｅｈｉｇｈｌｙｃｏｍｐｌｉcatedand 
distorting・First，increasingresorttotaxationofinｐｕｔｓａｎｄｃａｐｉｔａｌｇｏｏｄｓｈａｓ
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introducedavelyhighdegreeofcascadingelementintothetaxsystems・Inaddition，
thetaxisincreasinglybeinglevieｄａｔｔｈｅｆｉｒｓｔｐｏｉｎｔｏｆｓａｌｅｆｂｒａｄｍｉｎistrative 
convenienceandthishasledtomorecascadingTheproblemisaccentuatedbythe 
taxationofintｅｒ－Ｓｔａｔｅｓａｌｅｏｎｔｈｅｏｎｅｈａｎｄａｎｄｔｈｅｔａｘontheentryofgoodsintoa 
localareafbrconsumption,ｕｓｅｏｒｓａｌｅ(Octroi)ontheother､Thus,wehavecascading 
taxeswhichalterrelativeprlcesofcommoditiesinunitenedways，taxesonexports 
fromoneStatetoanotherandonimportsintourbanlocalbodyjurisdictions、
Together，besidesdistortmgrelativeprices，thesefbaturesdividethecountrymto 
severaltarifTzones，ｉｍｐｅｄｅｔｈｅｆｒｅｅｍｏｖｅｍｅｎｔｏｆｇｏｏｄｓｔｈroughoutthefbderation 
andcauseinequitableinter-regionalresourceflows． 
Inaddition,ｔｈｅStates，attemptstoattracttradeandindusｔｒｙｏｎｔｈｅｏｎｅｈａｎｄ， 
andtoexportthetaxburdentonon-residentsontheother，haveledtosignificant 
mter-StatedifTbrencesinefYbctivetaxratesandalterationsinrelativeprices､９１Itis 
difHculttoestimatetheextentoftradediversionandresourcemisallocationcaused 
byinter-Statetaxcompetitioninthefbrmofindulgenceinratewarandbyaccording 
generourssalestaxincentivesfbrindustrialisation；ｂｕｔｓｕｒｅｌｙ，thismustbe 
considerableBesides，ｓｕｃｈａｃｏｍｐｅｔｉｔｉｏｎｗｏｒｋｓｏｎｌｙｔｏｔｈｅdisadvantageofthe 
poorerStates・Althoughitisneitherdesirablenorfeasibletohaveidentialtax
structuｒｅｓｉｎａｆｉｓｃａｌｆｂｄｅｒａｌｉｓｍ，ｔａｋｉｎｇｍｅａｓｕｒｅｓｔｏｍｉｎｉｍｉｓｅｉｎｅｑｕｉtyand 
distortionsarismgfromtheStates'free-ridingbehaviouriscertainlycalledfbr． 
ExtremecomplicationsintheStates，taxstructuresisanotherseriousissuelf 
equityconsiderationsdictatedsomeratedifYbrentiation，ｔｈｅ`ratewar，amongthe 
StateshavemultipliedthemfUrther､Theconstantstrugglebetweenthetａｘｐａｙｅｒｔｏ 
ｅｖａｄｅａｎｄａｖｏｉｄｔｈｅｔａｘａｎdthetax-collectortoenfｂｒｃｅｔｈｅｔａｘｂｙｐｌｕｇｇｉｎｇ 
ｌｏｏｐｈｏｏｌｅｓｔｈｒｏｕｇｈｖａｒｉｏｕｓａｍｅｎｄｍｅｎｔｓｔｏｔｈｅＡｃｔｓｈａｓｏnlyaddedtothe 
complications､Inaddition,administrativeconsiderationshaveledmostoftheStates 
toprogressｉｖｅｌｙｓｗｉｔｃｈｏｖｅｒｔｏｔａｘｉｎｇａｔｔｈｅｆｉｒｓｔｐｏｉｎｔｏｆｓａｌｅｉｎｒｅｓｐｅｃｔｏｆｍａｎｙ 
ｃommoditiesSomeStates,however,ｃｏｎｔｉｎｕｅｔｏｈａｖｅｔｈｅｌａｓｔｐｏｍｔｔａｘ,doublepoint 
taxandevenmulti-pointtaxonsomecommodities・Consequently，thesalestaxes
levidedmtheStatespresentａｗｉｄｅａｒｒａｙｏｆｓｙｓｔｅｍｓｗｉｔｈｖａｒｉｅｄｍixturesofsingle 
pointatthefirst（manufacturing）orthelaststages，double-pointandmulti-point 
levies、Theratediffbrentiationvariesfi･ｏｍｓｉｘｉｎＯｒｉｓｓａｔｏａｓｍａｎｙａｓ２１ｉｎＢｉｈar
andGUjarat・Inaddition,thereareadditionalsalestaxesorturnovertaxesor
surchagresonsalestaxes・Thecomplicationsresultingfromthismedleyandmixture
defbattheverypurposefbrwhichtheyareintroducedinthefirstplaceandincrease 
bothadministrativeandcompliancecostsItispossibletoachievetheobjectivesof 
equity，effIciencyandrevenue，bysubstantiallyreducingthecomplicationsinthe 
salestaxstructures､Ｔｈｅｒｅｉｓａstrongcasefbrevolvingamodelsalestaxlawwhich 
canbefbllowedbyalltheStateswithadequateHexibilitytomodifythemtosuittheir 
ownparticularsituationsSimplificationofsalestaxstructure，standardisationofits 
administrationandenfbrcementwillbeastepfbrwardintaxharmonisationamong 
diffbrentStates,Therecanbeabroadagreementrelatingtothetaxationofinputs， 
incentivesfOrindustrialisation，ｍａｘｉｍｕｍｒａｔｅｓｏｆｔａｘｔｏｂｅｌｅｖｉｅｄｏｎｉtｅｍｓｏｆｍａｓｓ 
９)ThevariationsinelYbctivetaxratescanariseli･omdiIYbrencesinnominaltaxrates,schemesofsalestax 
incentiveslbrindustriaIizationandstandarsofadministrationandenfbrcementofthetax． 
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consumptionandminimumratesinrespectofothers､Themodetaxlawthusevolved 
shouldkeepinviewthefnctthatredistributionismainlythefilnctionofCentral 
governmentandtherefbre,shouldmakeminimumratedifYbrentiationj 
AnotherseriousproblemarismgfiPomtheprevailingsalestaxsystemsistheinter‐ 
StatetaxexportationThetaxationｏｆｍｔｅｒ－Ｓｔａｔｅｓａｌｅａｔｔｈｅｒａｔｅｏｆ４ｐｅｒｃｅｎｔｈａｓ 
ｖｉｒｔｕａｌｌｙｓｅｇｒｅｇａｔｅｄｔｈｅＳｔａｔｅｓ，ｅｃｏｎｏｍｉｅｓｉｎｔｏｄｉｆｆｅｒｅｎｔｔａｒｉｆｆｚｏnesand 
substantiallyreducedthegainsaccruingfromanintegratedcommonmarket、The
taxationofinputsandcapitalgoodsundertheStates，SalestaxActshasaccentuated 
thisphenomenon・Ｅｖｅｎｗｈｅｒｅｔｈｅｔａｘｓｙｓｔｅｍａｌｌｏｗｓａｓｅt-ofTonthetaxpaidon
inputs，ｉｎｓｏｍｅＳｔａｔｅｓｔｈｅｒｅｌｉｅｆｉｓｌｉｍｉｔｅｄｔｏｔｈｅｇｏｏｄｓｓｏｌｄｗｉｔｈｉｎｔｈｅＳｔａｔｅａｎd 
inter-Statesalescarrytheburdeｎｔｏfinputtaxesalso・Besidesbeingasourceof
inefTiciency，ｔｈｅｔａｘａｔｉｏｎｏｆｒｅｓｉｄｅｎｔｓｉｎｔｈｅｃｏｎｓｕｍｉｎｇＳｔａｔｅｓｂｙｔｈｅｐｒｏｄｕｃｉｎｇ Ｓｔａｔeshasresultedinperverseresourceflows・Tradeandindustryhastriedtoavoiｄ
ｔｈｅｉｎｔｅｒ－Ｓｔａｔｅｓａｌｅｓｔａｘｔｈｒｏｕｇｈconsignmenttransfbrs，andtherehasbeen 
considerablepressureontheCentrebytheStateｓｔｏｌｅｖｙｔｈｅｔａｘｏｎｃｏｎｓｉｇｎｍｅｎｔ 
ｔｒａｎｓｆｂｒｓａｓｗｅｌＬＳｏｆｎｒ，ｔｈｅＣｅｎｔｒｅｈａｓａｖｏｉｄｅｄｓｕｃｈａｓｈort-sightedpolicy，The solutionliesingettmgridofthetaxationofinter-Statesaleandnotinstrengthening theregionalsegregationandaccentuationofinter-regionalinequity・Surely，ｔａｘｅｖａｓｉｏｎｃａｎｎｏｔｂｅｃｏｎｄｏｎｅｄ，ｂｕｔｉｔｉｓｎｅｃｅｓｓａｒｙｔｈａｔｔｈｅｔａｘｉｔｓｅlfshouldnotbe 
undesirableorunreａｓｏｎａｂｌｅＡｔｉｍｅｈａｓｃｏｍｅｔｏｅｖａｌｕａｔｅthemeritofhavingan inter-Statesalestaxitself;keepinginviewthelongterminterestsoftheeconomy、Bettereconomicintegrationofthecountryandrationlresourceallocationispossible onlywhenallbarrierstointer-Statetradeareremoved，Suchastepwillhelpin reapinggreatergainsfromthecustomsunioninthelong-term， 
Ｔｈｅｒｅｆｂｒｍｏｆｔｈｅｔａｘａｔｉｏｎｏｆａｇｒｉｃｕｌｔｕｒａｌｓｅｃｔｏｒｈａｓｔｏｇｏｂｅｙｏｎｄｔｈｅｓｉmple questionofdirecttaxationoflandandagriculturalincomes・TheConstitutionplacesthetaxationofland,agriculturalincomesandwealthintheStatelist､Thedistinction 
ofmcomesonthebasisoftheirsourceandassigningagriculturalincomestothe 
Statesandnon-agriculturalincomestoｔｈｅＣｅｎｔｒｅｈａｓｎａｒｒｏｗｅｄｔｈｅｂａｓｅｏｆｉncome 
taxbycreatingavenuesofavoidance（throughmisclassification）andevasion・More
importantly，thewholequestionoftaxationandsubsidisationofagriculturalsector needsafiPeshlookastheprevailmgsystemhasseverelydistortedrelativeprlces､Ｏｎ ｔｈｅｏｎｅｈａｎｄ,thereifhardlyanyopentaxationofagriculturalsectorandinfact,ｔｈｅ 
ｍa]oragriculturalinputslikefbrtiliser，pesticides，irrigationwaterandelectricity aresubsidisedOntheother,thehighdegreeofprotectionglventodomesticmduStly andthepolicyoｆｐｒｉｃｅｆｉｘａｔｉｏｎｈａｖｅｓｅｔｔｈｅｔｅｒｍｓｏftradeagainsttheagricultural Sector、Consequently，ｉｔｈａｓｂｅｅnshownthattheagriculturalsectoｒｉｓａ－ｎｅｔｔａ又ed
ratherthanasubsidisedsector(GulatiandPurselL1992).Consequently,therehas beenadecelerationintheprivatecapitalfbrmationintheagriculturalsectorand alongwithdecliningpublicsectorinvestment,thishasadverselyaffbctedagricultural growthandreductioninruralpoverty(Ｒａ０，０Ｈ､Ｈ、1992).Theentirepolicypackagerelatingｔｏｔｈｅａｇｒｉｃｕｌｔｕｒａｌｓｅｃｔｏｒｎｅｅｄｓｔｏｂｅｒｅｖｉｅｗｅｄｔｏｅｎｓｕｒｅｐａｒｉｔｙｉｎ ａｇｒｉculturaloutputprices,minimisationofsubsidiesoninputs(whichcauseresource 
10)Ｔｈｅｅ筋cacyofredistributivepolicyattheStateleveIislimitedbyinter-Statemobilityofpolulation．
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Table6SubsidieginMajorStates 
1987-88SubsidiesPercentoftotalRecoverｙｒａｔｅ 
（Ｒｓｍｎｌｉｏｎ） （Ｐｅｒcent） 
LSocialServices 
lEducationofwhich， 
Highereducation 
２.MedicalandpubIichealth 
aWatersupply,sanitation,etc、
４０thersocialservices 
TotalSocialServices 
８３，０９０ 
１９，９４０ 
２５，９１０ 
２１，１１０ 
15,280 
145,390 
3０．３ 
７．３ 
９．４ 
７．７ 
５．６ 
５２．９ 
４
７
７
９
６
８
 
●
●
●
●
●
●
 
１
１
２
５
５
２
 
llEconomicServices 
l・AgricultureandAlliedActivities
２.Irrigation 
aPowerandEnergy 
４.IndustryandMinerals 
５.TransportandCommunication 
６.OtherEconomicServices 
Total-EconomicServices 
４００６５０ 
４７，０５０ 
１６１３３０ 
7,050 
１７，４５０ 
710 
129,240 
８
１
０
６
４
２
２
 
●
の
●
●
●
●
●
４
７
６
２
６
０
７
 
１
１
 
４
 
６
６
５
４
７
 
●
●
●
●
●
 
８
０
６
８
２
 
２
２
２
２
１
 
2４．６ 
１４．４ 274,630 TotalSubsidy 100.0 
Source:Ｒａ０，Ｍ.Ｇ,、andSudiptoMundle,“AnAnalysisofChangesinGovernmentSubsidy
attheStateLevel:1977-78tol987-88",inBagchi,BajajandByrd(1993)． 
misallocationwithintheagTiculturalsector)ａｎｄtargetedsubsidisationoffbodgrams 
consumedbytheweakersections、This，however，involvesacoordinatedactionby
boththeCentralandStategovemments､ＴｈｅｒｅｆｂｒｍｓｉｎｔｈｅＳｔａｔｅｔａｘｓｙｓｔｅｍｓhould 
encompasssimplificationandrationalisationｏｆｏｔｈｅｒＳｔａｔｅｔａｘｅｓａｓｗｅｌＬＴｈｅｈｉｇｈ 
ratesonstampsandregistrationhasledtosignificantundervaluationofsaleof 
immovableproperties・Havingreasonabletaxratesandbettertaxenfbrcementcould
improvehorizontalequityandreducethegrowthoftheundergroundeconomy・As
regardstaxationofalcoholicbeverages,thepracticeofauctioningvendshasworked 
reasonablywell-but,inresponsetopopularappealorfbremotionalreasons,someof 
theStateshaveadoptedprohibitionpoicySuchpoliticaldecisions，takeninadhoc 
mannercandestabilisetheState，sbudgetsBesides，１axityinenfbrcingthedeclared 
policyhasoftenledtoillicitdistillationandｃｏｎｓｕｍｐｔｉｏｎｏｆｐｏｏｒｑｕａｌｉｔｙｃｏｕｎｔｒy 
liquorcausinganumberofdeaths． 
Ｅｑｕａｌｌｙｉｍｐｏｒｔａｎｔｉｓｔｈｅｎｅｅｄｔｏｒｅｓtoretheplaceofpropertytaxesinurban 
finances、Refbrmsarenecessaryinvaluationｏｆｐｒｏｐｅｒｔｉｅｓｔｏｄｅｌｉｎｋｉｔｆｒｏｍｔｈｅ
ｓtandardrentsprescribedundertherentcontrollawsThereisaneedtoimprovethe 
taxadministrationtofrequentlyassessproperties・Ｉｔｉｓａｌsonecessarytoimprove
collectionefficiency、Atpresent，ｔｈｅｌｏｃａｌｂｏｄｉｅｓｃｏｌｌｅｃｔｏｎｌｙ４０ｐｅｒcentof
outstandingdemand(Jha，1992).Ａｔｔｈｅｓａｍｅｔｉｍｅ“octroi''０ritsvariants(entrytax 
orterminaltax)whichisvariouslycharacterisedasanobnoxious,vexatiousanda 
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distortingtaxdoesnothaveaplaceinamodernfiscalsystemand,therefbre,should 
beabolishedThereshouldalsobegreaterrelianceonusercharges・Taxationofsome
serviceswithlocalisedbenefitslikeautomobileworｋｓｈｏｐｓａｎｄｎｕｒｓｉｎｇｈｏｍｅｓｃａｎ 
ａｌｓｏｂｅassingedtothem､'1） 
ii・NOn-tmrlRevenue
Asmentionedearlier,theproportionofnon-taxrevenueintotalrevenuereceipts 
oftheStatｅｓｈａｓｂｅｅｎｌｏｗａｎｄｄｅｃｌｉｎｍｇｏｖｅｒｔｈｅyears・Theonlyitemofnon-tax
revenuewhichhasregisteredhighgrowthrateintheeightiesisthecessandroyalｔｙ 
ｏｎｍｉｎｅｓａｎｄｍｉｎｅｒａｌｓ、Ｔｈｅｒｅｃｅｉｐｔｓｂｙｗａｙｏｆｕｓｅｒｃｈａｒｇｅｓandreturnsfrom
investmentsindepartmentalandnon-departmentalStateenterpriseshavebeen 
actuallydecliningmrealterms． 
ＴｈｅｓｔｕｄｉｅｓｃｏｎｄｕｃｔｅｄａｔｔｈｅＮａｔｉｏｎａｌｌｎｓｔｉｔｕｔｅｏｆＰｕｂｌｉｃＦｉｎａｎｃｅａｎｄPolicy 
(NIPFP)haveshownthatimplicitandexplicitsubsidiesinvolvedintheprovisionof 
socialandeconomicservicesinthel4majorStatesinl987-88amountedtoRs275 
billionor83percentｏｆＧＤＰ，Whatismore,overtheperiod，１977-78ｔ01987-88,the 
volumeofsubsidyincreasedattｈｅｒａｔｅｏｆｌ８ｐｅｒｃｅｎｔｐｅｒｙｅａｒｉｎｎｏｍｉnaltermsand 
thecostrecoverythroughuserchargesasaproportionofthecostofprovidingthe 
servicesdeｃｌｉｎｅｄｆｒｏｍ２２ｐｅｒｃｅｎｔｔｏｌ４ｐｅｒｃｅｎｔ(Table６).Almost53percentofthe 
subsidiesaccruedinthecourseofprovidingsocialservices，andeconomicservices 
claimedtherｅｍａｉｎｉｎｇ４７ｐｅｒｃｅｎｔ、ＶｏｌｕｍｅｓｏｆｓｕｂｓｉｄｉｅｓｗｅｒｅｓｉｇｎｉｆＩｃantin
education,agriculture,irrigationandpower,Onhighereducationalone,thesubsidy 
amountedtoaboutRs､２０billion,ａｎｄｒｅｃｏｖｅｒｙｒａｔｅｗａｓａｓｌｏｗａｓＬ７ｐｅｒcent､Even 
inthecommercialsectorslikeirrigationandpower,therecoveryrateswerelessthan 
30ｐｅｒｃｅｎｔＴｈｅＮＩＰＦＰｓｔｕｄｙａｌｓｏｓｈｏｗｓｔhatinrespectofeverysector,therecovely 
ratesdeclinedsignificantlyduringthedecadel978-88・'2）
Costrecoverythroughproperuserchargesisanimportantareawherebymore 
revenuescanberaisedintheshortormediumterm・Properpricingofserviceslike
highereducation，irrigationorelectricity，ｗｏｕｌｄｎｏｔｏｎｌｙｈｅｌｐｉｎｒａｉｓｉｎｇｌａｒｇｅr 
revenuesbutalsowouldresultinthemoreeconomicuseofresources・Thevulnerable
sectionsandtheintendedgroupscanbehelpedthroughproperlytargetedsubsidies 
andtransfbrpayments． 
ＡｎｉｍｐｏｒｔａｎｔｓｏｕｒｃｅｏｆｉｍｐｌｉｃｉｔｓｕｂsidyisthepublicenterpriselossesThe 
financialperfbrmancesofthemostimportantStatelevelpublicenterpmses‐State 
E1ectricityBoards（ＳＥＢＳ）andtheRoadTransportCorporationｓ（ＳＲＴＣｓ）－have 
continuedtobeamatterfbrserｉｏｕｓｃｏｎｃｅｒｎｌｎｔｈｅｃａｓｅｏｆＳＥＢｓ,thecommercialloss 
inl992-93waｓｅｓｔｉｍａｔｅｄａｔｏｖｅｒＲｓ､６２billionorl26percentofthecapitalbase・Ｉｎ
ａｓｍａｎｙａｓｔｅｎＳｔａｔｅｓ,ｔｈｅｎｅｔｌｏｓｓｅｓｗｅｒｅｍｏｒｅｔｈａｎｌ５ｐｅｒｃentofthecapitalbase・
Whatisimportant,ｔｈｅｗｏｒｋｉｎｇｏｆＳＥＢ，ｓｈasshownasteadydeteriorationovertime． 
１１〕Ｔｈｉｓwould,however,requireamendmentoftheConstitutionasatpresenttaxationofservicesisinthe
unionlist、
12)Fordetails,see,Ｒａ０，Ｍ.GovindaandSudiptoMundle（1993)． 
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Overmployment，obsoleteandill-maintainedequipmentandthepoorqualityof 
coalanditsirregularsupplyarethecausesattributedtothelowplantloadfnctorin 
thegenerationofelectricitymthermalplants・Widespreadtheffofpowerandpoor
maintenanceofplantsandequipmentsaccountfbrahighdegreeoftransmissionand 
distributionlosses,ThepressurefiPomthefarmlobbyhasresultedinabysmallylow 
tariff白ｏｎｔｈｅｅｌｅｃｔｒｉｃｉｔｙｃｏｎｓｕｍｅｄｂｙｔｈｅｉnfluentialfarmerswhohaveaccessto
electricityandunmeteredsupplｙｔｏｔｈｅｍｈａｓｈｅｌｐｅｄｔｏｃｏｎｃｅａｌｔｈｅｔｈeｆｔｏｆｐｏｗｅｒ 
ｅｖｅｎｍｏｔｈｅｒｓｅｃｔｏｒｓｂｙｐassingitofasagriculturalconsumption・Addedtoallthese
istheinordinatedelaysintheconstructionandcommissioningoftheprqjectsduring 
whichtheinvestedcapitalissimplylockedinanddoesnotyieldanyreturns、Road
TransportCorporations(SRTC）isthesecondmostimportantpublicundertakingrun 
bytheStates・Althoughsection22oftheRoadTransportCorporationActstipulates
tｈａｔｔｈｅＳＲＴＣｓｓｈｏｕｌｄｃａｒｒｙｏｎｔｈｅｉｒａctivitiesonbusinessprinciples,ｔｈｅｎetlosses 
inl992-93amountedtoRs、３５９３ｍｉｌｌｉｏｎｆｂｒｍｉｎｇａｂｏｕｔ９４ｐｅｒｃｅｎｔｏｆthecapital
investedThenetlosswaｓａｓｈｉｇｈａｓ３６ｐｅｒcentofthecapitalinvestedinNorth 
Bengalstatetransportcorporation,５７percentinPunjabRoadways,１９percentin 
Keralaroadtransportcoｒｐｏｒａｔｉｏｎａｎｄａｂｏｕｔｌ８ｐｅｒｃｅｎｔｉｎＴａmilNaduroad 
transportcorporation.OnlyinthestatesofHaryana(６ｐｅｒcent),Rajasthan(a8per 
cent),Maharashtra（Ｌ３ｐｅｒｃｅｎｔ),GUjarat(0.9ｐｅｒcent)andMadhyaPradesh(O5 
percent)nonetlosseswerereported・InmostoftheStates,thereceiptsdidnoteven
covertheoperatingexpenses，leavealonepayinginterestonborrowedfimds・High
staffLbusratio，ｐｏｏｒneetmaintenanceandutilisation，lowoccupancyratioand 
revenueearningkilometcrage，widespreadpilfbrageinsparepartsandevendiesel， 
causelowoperationalefYiciency、Inaddition，ｔｈｅＳＲＴＣｓａｒｅｒｅｑｕｉｒｅｄｔｏｏｆｆｂｒｌａｒｇe
andmultipleconcessionsfbrsocialpurposes(inparticularstudentconcessions),ｓｏｍｅ 
ofwhichareclearlyunderserved． 
Inl989-90，ｔｈｅｒｅｗｅｒｅａｂｏｕｔ８２９Ｓｔａｔｅｌｅｖｅｌｅｎｔerprisesofwhich，２７４were 
promotionalinnature・Theremaining549financialandcommercialenterpriseswith
theinvesｔｍｅｎｔｏｆＲｓ，３８billion，yieldeddividendamountingtomereｌｙＲｓ、４８０
million，asagainstthenormativeretutrnofＲｓ，１．７５billionreckonedbytheNinth 
FinanceCommissionThenumberofStatelevelenterprisesbyMarch31.1992.ｈａｓ 
ｇｏｎｅｕｐｔｏ８７５,buttheirfmancialperfbrmancehascontinuedｔｏｒｅｍａｉｎａｓｄｉｓｍａｌａｓ 
ｂｅｆｂｒｅｌ３１ 
UneconomicpricingofmanyofthecommercialactivitiesoftheStategoｖｅｒｎｍｅｎｔｓ 
ｈａｓｎｏｔｏｎｌｙｒｅｓｕｌｔｅｄｉｎｔｈｅｉｍｐｌｉｃｉｔｓｕｂｓｉｄｉｅｓａｃｃｒｕｉｎｇｔｏｂetterofTsectionsof 
society，ｂｕｔａｌｓｏｈａｓｃｏｎｓｔｒａｉｎｅｄｔｈｅｒｅｓｏｕｒｃｅｓｏｆｔｈｅｇｏｖｅｒｎｍｅｎｔｆｂｒｍａｋｉｎｇ 
ａｄｅquateinvestmentsmcriticalsectorslikeeducation,ｈｅalthandmoreimportantly， 
power,Theresponseofthegovernmenttomeettheexcessdemandsituationinpower 
hasbeentoinvitefbreigninvestorsbygivingthemsovereignguaranteeandassuring 
themaguaranteedrateofreturnontheirinvestments・Intheabsenceofarational
tarifTstructure，ｓｕｃｈａnarrangementcouldnecessitatesizeablebudgetarysupport・
Assumingsovereignguaranteedoesnotpromotecompetitioneitherandwouldkeep 
theunitcostofproducingelectricityatveryhighlevels． 
13)Fordetailssee,Shankar,ＴＬ.,Ｒ､KMishraandRNandagopal,（1994)． 
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Overallimprovementinthenon-taxrevenuescannotbebroughtaboutunlessthe 
statelevelenterprisesareprofbssionallymanagedvestingthemwithsufficient 
autonomyandessuringaccountability・Ｉｔｉｓａｌｓｏｉｍｐｏｒｔａｎｔｔｈａｔｕｓｅｒｃｈａｒｇｅｓａｔ
ｐｒｏｐｅｒｒａｔｅｓｓｈｏｕｌｄｂｅｌｅｖｉｅｄｏnsocialandeconomicservices・Thepricingofthe
servicesatlessthanitsaveragecost(andimplicitsubsidiesarisingfromit)hastobe 
justifiedintermsofeighertheserviceinquestionbeinginthenatureof`meritgood， 
oraspurelyaredistributionalstrategy・M1Whiletheseissuesandspecificsolutionsto
resolvethemhavebeenwidelydiscussedinbothofficialandacademicliterature， 
improvementinbudgetarypositionｓｏｆｔｈｅＳｔａｔｅｓｃａｎｃｏｍｅａｂｏｕｔｏｎｌｙｗｈenthe 
necessarypoliticaldecisionsaretakenandimplemented． 
1V;FirscalRefOrmsatSub-CentralLevels:ConcludingRemarks． 
Thefbregoingdiscussionbringsoutthatrestructuringallocationalｒｏｌｅｏｆｔｈｅ 
ｇｏｖｅｒｎｍｅｎｔｉｎｔｈｅdevelopmentalprocesstogivegreaterroletomarketincentives 
necessitatesaquaｌｉｔａｔｉｖｅｃｈａｎｇｅｉｎｔｈｅｒｅｌａｔｉｖｅｒｏｌｅｓｏｆＣｅｎｔｒａｌａｎｄＳｔａｔｅ 
ｇｏｖｅｒｎｍｅｎｔｓ・Theconcentrationofpowerandcentraliseddecisionmakingimplicitin
theplanneddevelopmentalstrategyshouldgivewaytofIscaldecentralisationto 
providepublicservicestomeetdiversifiedprefbrencesandtooptimallyhamessthe 
resourcesprevailingindiffbrentreglons､Ａｔｔｈｅｓａｍｅｔｉｍｅ，itisnecessarytoensure 
thatthepursuitofselfLinterestbyindividualsub-centralgovernmentalunitsdoesnot 
createimpedimentstothehealthygrowthofnation-widemarketeconoｍｙ． 
Ｃａｔｅｒｉｎｇｔｏｔｈｅｄｉｖｅｒｓｉｆｉｅｄｃｏｎｓｕｍｐｔｉｏｎａｎｄｐｒｏｄｕｃｔｉｏｎｎｅｅｄｓｏｆｒｅｇｉｏnal 
economiesnecessitatestheprovisionofanumberofquasi-publicgoods,ｗｈｉｃｈｉｓｂｅｓｔ 
ｄｏｎｅａｔｓｕｂ－Ｃｅｎｔｒａｌｌｅｖｅｌｓｌｔｉｓｓｅｅｎｔｈａｔａｔｐｒｅｓｅｎｔ，outlaysonmanyofthese 
servicesarewellbelowtherequiredamountsandtherefbre，ｓｕbstantialincreasesin 
theoutlayneedtobesecuredThisisparticularlytrueofitemslikeelementaryand 
secondaryeducation，medicalandpublichealth，fblmilywelfnre，watersupplyand 
sanitation,urbandevelopment，agriculturalextension,irrigationandruralroadS，In 
alltheseactivities，theConstitutionassignsapredomiｎａｎｔｒｏｌｅｔｏｔｈｅＳｔａｔｅ 
Ｇｏｖｅｒｎｍｅｎｔｓ． 
Besides，theStateshavetheresponsibilityofprovidingadmmistrationandlegal 
fTameworkandprotectingproperｔｙｒｉｇｈｔｓｉｎａｍａｒｋｅｔｅｎｏｎｏｍｙ・Ｔｈｕｓ，ina
liberalisedeconomy,evenasthegovernmentalroleinallocatingresourcesdeclines， 
theroleofStategovernmentsmprovidingquasi-publicgoodsmayactuallyshowan 
increaseAtｔｈｅｓａｍｅｔｉｍｅ，ｇｌｖｅｎｔｈｅｃｏｎｓｔｒａｉｎｔｓｏｎｔｈｅＣｅｎｔｒａlfinances，alarge 
partoftheresourcesfbrincreasedStatespendingwillhavetobefbundbytheStates 
themselves・Therefbre，ｅｎｈａｎｃｅｄｏｕｔｌｙｏｎｍｏｒｅｐｒｏｄｕｃｔｉｖｅｓectorswillcritically
dependuponStates,ｏｗｎａｂｉｌitytocompressunproductiveexpenditures，ｃｈａｒｇｅ 
ｒａｔｉｏｎａｌｕｓｅｒｃｈａｒｇｅｓｏｎｔｈｅｓｅｒｖｉｃｅｓｏｆｃｏｍｍｅｒｃｉａｌｎａｔｕｒｅｒｅｎｄeｒｅｄｂｙｔｈｅｓｅ 
14）Evenasaredistributionaldevice，makingdirecttransfbrstotalg｢ettedgToupsisprefbrabletogeneral subsidisationarisingfiPomthepricingpolicy． 
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governments,restructuretheirpublicenterprisesandstrengthenadministrationand 
enfbrcementoftaxestoenhancerevenueproductivityoftheStates,taxsystems． 
Thespecificpolicymeasuresrequiredtoimpartstrengthandstabilitｙｔｏｓｕｂ‐ 
Centralfiscalpositionshavebeendiscussedelsewhereindetailandtherefbre,ｍａｙｂｅ 
ｓｔａｒｅｄｏｎｌｙｂｒｉｅｆｌｙ（Ｒａ０，１９９２)．Ｐｕｔｔｉｎｇａｆｒｅｅｚｅｏｎｎｅｗａｐｐｏｉｎｔｍｅｎｔｓａｎｄ 
ｒｅｄeploymentofpersonnelfiPomthesurplustothedeficitdepartments，ｉｆnecessary， 
ａｆｔｅｒｒｅｔｒａｉｎｉｎｇａｎｄｐｒｕｎｉｎｇｔｈｅｐｅrquisiteslikeleavetravelconcession，leave 
encashmentfacilitiesandboｎｕｓｔｏｇｏｖｅｒｎｍｅｎｔｅｍｐｌｏｙｅｅｓｃａｎｈｅｌptocontain 
expendituresonwagesandsalariesBettertargetingofthesubsidiesandtransfbrs 
canmakethemcostefYbctive・ProceedsfTomthedisinvestmentsinpublicsector
enterprisescanbeusedtoretirethedebtburdenoftheStatesandthiscandecelerate 
thegrowthofinterestpayments，GiventheStates，heavydebtservicepaymentsto 
theCentre，thelattercanactuallyworkoutascｈｅｍｅｔｏｌｅｓｓｅｎｔｈｅｂｕｒｄｅｎｏｆｔｈｅ 
ｆｂｒｍerbylinkingdebtrescheduling／writingofTtotheStates，fiscalmanagement 
parametersatthemarginPrivatizationofpublicenterprisesevenwhentheyare 
makingｐｒｏｆＩｔｓｓｏｌｏｎｇａｓｔｈｅｙａｒｅｎｏｔｉｎｔｈｅcoresectorcanhelptheStatesto 
concentrateontheircorefilnctions、Ｔｈｅｌｅｖｙｏｆｕｓｅｒｃｈａｒｇｅｓａｔｒａｔｉｏｎａｌrates，
particularlyｏｎｔｈｅｓｅｒｖｉｃｅｓｌｉｋｅｉｒｒｉｇａｔｉｏｎ，ｗａｔｅｒｓｕｐｐｌｙ，electricity，ｒｏａｄ 
transportationandhigherandtechｎｉｃａｌｅｄｕｃａｔｉｏｎｃａｎｇｏａｌｏｎｇｗａｙｉｎｒeducing 
implicitsubsidiesandcａｎａｕｇｍｅｎｔｔｈｅＳｔａｔｅｓ，resourcesconsiderably，The 
rationalisationandsimplificationofthesalestaxstructureanditscoordinationwith 
othercommoditytaxsystems，atbothverticalandhorizontallevels，inclusionof 
taxationofservicesiｎｔｈｅｔａｘｂａｓｅ，ａｂｏｌｉｔｉｏｎｏｆｔａｘｏｎｉｎｔｅｒ－Ｓｔａｔｅｓａｌｅａｎd 
strengtheningtheinfbrmationsyｓｔｅｍａｎｄｅｎｆｂｒｃｅｍｅｎｔｃａｎｍａｋｅｉｔｂｏｔｈｇｒｏｗｔｈ 
ｒｅｓｐｏｎｓｉｖｅａｓｗｅｌｌａｓｇｒｏｗｔｈｏｒｉｅｎｔｅｄＳｉｍｉｌａｒｌｙ，abolitionofOctroiand 
rationalisationofthepropertytaxshouldbeapriorityareaofrefbrmatsub-State 
levels・ＳｉｍplificationofotherStatetaxes,buildinguptheirinfbrmationsystemand
betterenfbrcementcanalsoimprovetherevenueproductivity． 
Theproblemwiththeprovisionofsocialandeconomicinfrastructure,ａｔpresent， 
isnotmerelyoneofgeneralinadequacyEventhespreadofexpendituresonthese 
servicesisextremelyunevenandtheinequalitieshavewidenedovertheyears・To
achievetheirevenspread，however，ｉｔｉｓｎｅｃｅｓｓａｒｙｔｏｍａkechangesinregional 
policiesandinter-governmentaltransfbrsysｔｅｍｓａｓｗｅｌＬＴｈｅｒｅｇｉｏｎａｌｓｐｒｅａｄｏｆ 
Ｃentralgovernmentinvestments，ｉｎｓｐｉｔｅｏｆｔｈｅｐｒｏｎｏｕｎｃｅｍｅｎｔｓｏｎｂａlanced 
reg1onaldevelopment,hasbeenunevenInMarch，1990,thefburrichestStateswith ● 
apopulationof１８．８ｐｅｒｃｅｎｔａｃｃｏｕｎｔｅｄｆｂｒｏｖｅｒ２４ｐｅｒｃｅｎｔｏｆｔｈｅｇｒｏｓｓｂlockof 
CentralpublicentelpnsesandtheshareofthefivepoorestStateswith43percentof 
populationwasｊｕｓｔａｂｏｕｔ３４ｐｅｒｃｅｎｔ(ＲａｏａｎｄＳｅｎ,1993).Similarly,theinter‐ 
governmentaltransfersystemshavenotbeendesignedtooffBettherevenueandcost 
disabilitiesofpoorerStates・ThetaxdevolutionwhichpredominatesinFinance
Commissiontransfcｒｓｉｓｍａｄｅｍａｉｎｌｙｂａｓｅｄｏｎｇｅｎｅｒａｌｅｃonomicindicatorslike 
population，ｐｅｒｃａｐｉｔａｉｎｃｏｍｅａｎｄｉｎｄｅｘｏｆｂａｃｋｗａｒｄｎｅｓｓ・Ｉｎｔｈｅｉｒｆｂｒｍｕｌａｅ，
ｐｏｐｕｌａｔｉｏｎｇｅｔｓｖｅｒｙｈｉｇｈｉｍｐｌｉｃｉｔａｎｄｅｘｐｌｉｃｉｔｗｅｉｇｈｔａｎｄｔｈｅｒｅｆｂｒｅ，arenot 
specificallytargetedtoofYSetfiscaldisabilitiesFurther，distributing85percentof 
netproceedsfromindividualincometaxanｄ４５ｐｅｒｃｅｎｔｏｆｕｎｉｏｎｅｘｃｉｓｅｄｕｔｉｅｓｔｏｔｈｅ 
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StatescanhaveadverseefYbctonCentre，sincentivestoraiserevenuesfiFomthese 
sources・Thepracticeoffillingintheprqjectedbudgetarygaps,sometimeswithsome
sprinklingofnorms，ｈａｓｒｅｄｕｃｅｄｔｈｅＦｉｎａｎｃｅＣｏｍｍｉｓｓｉｏｎｓｔｏｔｈｅｒｏｌｅｏｆｆｉｓｃａｌ 
`dentists，fillinginbudgetary`cavities，､Also,populationreceivesveryhighweight(６０ 
percent)intheGadgilfbrmulausedtodistribureplantransfbrsandtherefbre,this 
SourcetooiSnottargetedtoo齢etflscaldisabilitiesofpoorerStatesAsfarasspecific
purposetransfbrsareconcerned，thereareover250Centrallysponsoredschemes， 
anｄtheyshowadistmctregressivebias． 
Refbrmingtheinter-governmentaltransfbrsystemtoeffbctivelyachieveaneven 
spreadofsocialandeconomicinfrastructureisofparamountimportanceifthe 
resourcesintheeconomyshouldbeallocatedaccordingtocomparativeadvantageand 
politicaltensionsbetweentheregmｎｓｓｈｏｕｌｄｂｅｍｍｉｍised，Withthedelicencingof 
industriesandrelaxingofcontrolsontheirlocation,privateinvestmentswillbemade 
puｒｅｌｙａｃｃｏｒｄｉｎｇｔｏｃｏｓｔａｄｖａｎｔａｇｅｓ，ａｎｄｉｆｊｌｚｒｅｒａＺｊＱ，therearesignificant 
inequalitiesinthelevelsofinfTastructureacrossregions，industriesｗｉｌｌｎｏｔｂｅ 
ｌｏｃａｔｅｄａｃｃｏｒｄｉｎｇｔｏｔｈｅｉｒｃｏｍｐａｒａｔｉｖｅａｄｖａｎｔａｇｅ・Ｔｈｅｕｎｅｖｅｎｓｐｒｅａｄｏｆ
ｍｆｒａｓｔｒｕｃｔｕｒｅ，therefbre，canresultinaccentuatinginter-Stateinequalitiesinthe 
levelsofdevelopmentinaliberalisedenvironment，unlessappropriatecorrective 
measuresaretakenimmediately、Ｔｈｉｓnecessarilyimpliesthatthetransfbrsystem
shouldbemoretargetedwithlargerflowofresourcestopoorerStatestoaugment 
theirinfiPastructures，ｂｕｔａｔｔｈｅｓａｍｅｔｉｍｅ，itshouldensureaccountabilityand 
incentives． 
However,inasituationwherethefilndsavailablewiththeCentralgovernmentto 
transfbrtotheStatesislimited，effbctivenessinachievingabalancedspreadinthe 
levelsofsocialandeconomicinfrastructurecanbeimprovedwhenthetransfbrsare 
(i）bettertargetedtotheStateswithfIscaldisabilities，ａｎｄ（ii）conditionedon 
augmentingoutlaysonspecifiedservies・Bettertargetmgoftransfbrscallfbrreduced
roleoftaxdevolutionandincreasingthatofgrantsinaid（Chelliah,ＲａｏａｎｄＳｅｎ， 
１９９３)．Ａｔｔｈｅｓａｍｅｔｉｍｅ、ｉｔｍａｙｂｅｎｅｃｅｓｓａｒｙｔｏｅｎｈａｎｃｅｔｈｅｓｐecificpurpose
transfbrsdesignedtoensurethattheyactuallyresultinaugmentingoutlayonthe 
desiredservicesGiventheshort-termperspectiveofpoliticiansdictatedbyelectoral 
politics,thegeneralpurposetransfbrsbemgcompletelyfiｍｇｉｂｌｅｔｅｎｄｔｏｔｈｅｕｓｅｄｔｏ 
ｆＩｎａｎｃｅｐｏliticallyappealing，butsociallylessproductiveactivities・Ｐｅｒｈａｐｓ，
introducingconditionalitiesmayhelpthepoliticalleadershipattheStatelevelto 
overcomeshort-termpoliticalexpediency・Ofcourse,ｔｈｉｓｇａｍｍｅｆＹｉｃｉｅｎｃｙｗｉｌｌｂｅａｔ
ｔｈｅｃostoffiscalautonomyoftheStates・Therefbre,theconditionalitiesshouldnotbe
sodetailedastocurbStates,owninitiativesAtpresent,theflnancialresourcesare 
thinlyspreadover250Centrallysponsoredschemeswithdetailedconditionalities 
specifiedPerhaps,thereisaneedtoconsolidatetheseＳｍallschemesintoahandfnl 
oflargeprogrammeswithconditionalitiesbroadlyspecifiedtoensuresufficient 
flexibilitytotheStatesintheprovisionofpublicservices・Ofcourse，providinga
centrainlevelofoutlaydoesnotnecessarilyensurespecifiedservicelevelsandthe 
individualStatesshouldensurecost-efYIcientuseofthefimds． 
Evenifintergovernmentaltransfbrsareredesignedtocompletelyoff白etthefiscal
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ｄｉｓａｄｖａｎｔａｇｅｓｏｆｐｏｏｒｅｒＳｔａｔｅｓ，ｔｈｅｕｎｅｖｅｎｄｉｓｔｒｉｂｕｔｉｏｎｉｎｔｈｅ“stock，，of 
infrastructurecancauseunevenspreadofprivateinvestments・Therefbre,atleastin
theshort-term，theliberalisedindustrialpolicyislikelytowideninterregional 
incomeinequalities､Thistrendwillbefnrtheraccentuaredbythecounter-guarantee 
asproposedinthepowersector､TheCentralgovernmentwillgiveaguaranteefbra 
privatesectorpowerprqjectsinaStateonlywhentheStateElectricityBoard(SEB） 
ｇｅｎｅｒａｔｅｓａｍｉｎｉｍｕｍｏｆ３ｐｅｒｃｅｎｔｒｅｔｕｒｎｏｎｔｈｅｆＩｘｅｄａｓｓｅｔｓ・TheCentral
governmentwouldalsohavetherighttoadjusttheoverduesoutstandingfromthe 
SEBandpayabletoNationalThermalPowerCorporation（ＮTPC),NationalHydro 
PowerCorporation(ＮＨＰＣ）andpowergridagainsttheCentralplanassistance,ｔｈｅ 
Ｓｔａｔｅｓ，ｓｈａｒｅｉｎＣｅｎｔｒａｌｔａｘｅｓａｎｄｏｔｈｅｒＣｅｎｔｒａｌｇｒａｎｔｓａｎｄｌｏａｎｓ、The
conditionalitiesarelikelytoresultinmuchoftheprivateinvestｍｅｎｔｓｉｎｔｈｅｐｏｗｅｒ 
ｓｅｃｔｏｒｇｏｉｎｇｔｏｔｈeadvancedStates・Ｏｆｃｏｕｒｓｅ，ｔｈｅｃｏｓｔｏｆｓｕｐｐｌｙｉｎｇｐｏｗｅｒｔｏｔｈｅ
ｅｃｏnomytooislikelytoincreaseconsiderablyduetothehighguaranteedreturnand 
theabsenceofawellfbrmulatednormontheadmissiblecostofgeneratingitself 
Finally,decentralisationinfiscalandregulatoryfimctionswhichtheliberalisation 
willentailmayitselfinterfbrewithefficiencyinresourceallocation,Inparticular,the 
pursuitofselfLmterestbyindividualStatescouldresultin`fi･ee-ridingbytheStates 
causingsignificantinter-Statetaxandexpenditurespillovers・ThepursuitofselfL
interestthroughregulatoryandfIscalinstrumentsbyindividualStatesmaycreate 
imperdimentstothefreemovementoffblctorsandproducts・Thelndianproductscan
becompetitiveininternationalmarketonlywhensuchimpedimentsareremoveｄａｎｄ 
ｉｎｔｅｒ－Ｓｔａｔｅｃｏｏｒｄｉｎａｔｉｏｎｉｎｆｉｓｃａｌａｎｄｒｅｇｕｌａｔｏｒｙｐｏｌｉｃｉｅｓａｓｓｕmesimmense 
signifIcanceinaliberalisedeconomyinthiscontext､Monitoringinter-governmental 
competitionisalsoextremelyimportant． 
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